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TO EXTEND AND AMEND THE EXPORT-IMPORT 
BANK ACT OF 1945 



WEDNESDAY, MARCH 6, 1985 

House of Representatives, 
Subcommittee on International Finance, 

Trade and Monetary Poucy, 
C!ommittee on Banking, Finance and Urban Affairs, 

Washington, DC. 

The subcommittee met at 10:20 a.m., in room 2220 of the Rayburn 
House Office Building, Hon. Stephen L. Neal (chairman of the sub- 
committee) presiding. 

Present: Representatives Need (presiding), LaFcdce, Levin, Faunt- 
roy, Kleczka, Nelson, Leach, McCoUum, Chandler, Grotberg, and 
Kolbe. 

Chairman Neal. I will call the subcommittee to order. 

This morning we begin 2 days of hearings on the administra- 
tion's legislative proposals for the Export-Import Bank, contained 
in H.R. 1320, which I have introduced by request. 

As I understand the claims made by the administration, these 
proposals would substantially alter some of the mechanisms by 
which the Export-Import Bank would finance U.S. exports, but 
would not by themselves affect the volume of exports supported by 
the Eximbank. In other words, the same amount of subsidized ex- 
ports would go forward under these new proposcds as under the 
Direct Loan Program now in place and on the same competitive 
terms. The new proposals would nonetheless generate substantial 
budgetary savings. 

This sounds too good to be true. Official financing for exports 
wouldn't suffer, but we would reap a huge budgetary windfall. If 
that is, indeed, largely true, and there are no substantial costs and 
long-term drawbacks, then we should by all means enact this pro- 
gram immediately. But is it true? By the end of tomorrow's hear- 
ings, we hope to have some answers to this question. 

[The text of H.R. 1320 follows:] 

(1) 
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99th CONGBESS 
IST Session 



H. R. 1320 



To amend the Export-Import Bank Act of 1945, as amended. 



IN THE HOUSE OF REPRESENTATIVES 

Fbbbuabt 27, 1985 

Mr. Nbal (by request) introduced the following bill; which was referred to the 
Committee on Banking, fWnce and Urban Afifairs 



A BILL 

To amend the Export-Import Bank Act of 1945, as amended. 

1 Be it enacted by the Senate and House of Representor 

2 tives of the United States of America in Congress assembled, 

3 Sec. 101. That section 2(aKl) of the Export-Import 

4 Bank Act of 1945, as amended (12 U.S.C. 635(a)) is amend- 

5 ed by inserting after ''to guarantee, insure, coinsure, and re- 

6 insure against political and credit risks of loss;'' the follow- 

7 ing: ''to provide a sufficient return to commercial lending in- 

8 stitutions or other lenders making loans in support of exports 

9 of goods and services virhen financing at other than market 

10 rates is necessary to respond to subsidized financing offered 

11 by foreign export credit agencies;". 
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1 Sec. 102. That section 3(c)(8) of such Act (12 U.S.C. 

2 635a(c)(8)) is amended by adding at the end thereof the fol- 

3 lowing: ''(E) Any director whose term has expired may serve 

4 until his or her successor has been appointed.". 

5 Sec. 103. That section 8 of such Act (12 U.S.C. 635f) 

6 is amended by striking out ''September 30, 1986'' and insert- 

7 ing in lieu thereof "September 30, 1991". 

8 Sec. 104. That such Act is amended by inserting after 

9 Section 14 (12 U.S.C. 635i-2) the following: 

10 "Sec. 15. Effective October 1, 1985, the Bank shall 

11 not approve any new loans, provided that the provisions of 

12 this section shall not be construed as (i) preventing the Bank 

13 from performing, administering, extending, rescheduling, refi- 

14 nancing or accounting for any obligations incurred prior to 

15 such date, which remain outstanding subsequent to such date, 

16 or (ii) pertaining to the Bank's guarantee and insurance ac- 

17 tivities.". 
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Chairman Neal. We have invited the Chairman of the Export- 
Import Bank, the Honorable William Draper, to be our first wit- 
ness. He will be followed by Mr. Robert Cornell, Deputy Assistant 
Secretary for Trade and Investment Policy of the Department of 
the Treasury. The Treasury is the agency with primary responsibil- 
ity for conducting negotiations with foreign governments on official 
export credit policies. Mayor changes in Eximbank programs could 
have major implications for our strategies and chances for success 
in these ongoing negotiations. 

One of the main questions to be answered, in fact, is whether 
this would amount to a type of unilateral disarmament at a crucial 
time in our attempts to reduce subsidized export credits by others. 

After questioning Mr. Draper and Mr. Cornell, we will he€u- testi- 
mony from Mr. Frank Nee, president of the Private Exporting 
Funding Corp., known as Pefco. Under the administration's propos- 
als, Pefco could be expected to assume a very large shcu-e of the ex- 
ports that otherwise would have been supported by Eximbank 
loans. It is important for us to understand what Pefco is, how it 
works, and how it will C£UTy out this large task. 

Our final witness will be Mr. Jack Pierce, treasurer of the 
Boeing Co. Boeing has long been one of the major beneficiaries of 
Exim programs. For the last 2 years, it has been the largest user of 
Exim credit guarantees and insurance. He will testify on behalf of 
the Coalition for Employment through Exports. 

We will question Mr. Nee and Mr. Pierce as a panel. 

We have designed these hearings so that we will have bcdanced 
presentations, perhaps exploring as many aspects of this question 
as we can. It is a little awkwcu-d, and it would be better, I guess, if 
we could have all the witnesses at one table together, questioning 
each other, but our hearing proceeding doesn't lend itself to that 
venr well. I hope that all witnesses will understand that we really 
will be trying to get to the bottom of this as best we can, and they 
will be willing, aiter the hearings are complete, to answer ques- 
tions that may be waived until later on in the hearings. I see Mr. 
Draper and Mr. Cornell nodding in approval for that idea. I think 
that would be important to us. 

At this time, let's go ahead and hear from Mr. Draper. 

STATEMENT OF HON. WILLIAM H. DRAPER III, PRESIDENT AND 
CHAIRMAN, EXPORT-IMPORT BANK, ACCOMPANIED BY JAMES 
HESS, TREASURER/COMPTROLLER 

Mr. Draper. Thank you, Mr. Chairman, members of the commit- 
tee. It's a pleasure for me to appear before you to present the ad- 
ministration's legislative proposals for amending the Export-Import 
Bank Act, as contcdned in H.R. 1320. 

There are two important elements of this legislation. The first 
extends the life of the Bank through September 30, 1991. The 
second enables us to put the innovative, interest-matching program 
we call I-Match into operation. The introduction of I-Match will 
enable us to make a significant contribution to the No. 1 problem 
facing the Nation today, reducing the massive Federal budget defi- 
cit. By getting Eximbank out of direct lending, we can reduce the 
budget deficit by $3.4 billion over the next 3 years. At the same 
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time, I-Match will enable Eximbank to continue to support Ameri- 
can exporters faced by subsidized foreign government nnancing. 

The administration s fiscal 1986 budget proposed will increase the 
Bank's insurance and guarantee authority to $12 billion from $10 
billion in the current year. This increase will enable us to support 
at least $14 billion in U.S. exports. By way of comparison, in each 
of the last 2 fiscal years, the Bank has supported between $10 bil- 
lion and $11 billion of exports. We will be able to do $14 billion in 
1986. By far the largest portion of that has been and will continue 
to be risk assumption support through our insurance and gucu-an- 
tee programs. We expect that to go from $7 billion up to $8 billion 
in 1986. 

But the Bank has played another critical role. Through our 
direct lending programs we have been able to offer American ex- 
porters below-market, fixed-rate medium- and long-term financing. 
We have done this only when necessary to neutralize subsidized 
export financing by foreign governments. We are proposing to ter- 
minate the direct lending function, consistent with changes being 
made in other agencies, in order to get us off the budget deficit. 
But the I-Match Program will enable us to continue to provide ex- 
porters with the lowest interest rates and longest terms available, 
under an international agreement among the leading export na- 
tions. The method will be different, but the effect will be the same. 

We calculate that we can provide exporters with $1.8 billion in 
below-market fixed-rate financing to meet subsidized foreim com- 
petition. That's over $300 million more than we authorizea in our 
direct lending programs last year. 

Our I-Match Program will look just like our direct credit pro- 
gram to both the exporter and the foreign buyer. Likewise, we 
intend to make the same internationally competitive rates avail- 
able under our medium-term credit program and our small busi- 
ness credit program. We are continuing to give priority to serving 
the needs of small businessmen competing in the intemationid 
mcu-ketplace. 

In other words, we see no changes in our normal programs. 

Since the I-Match was announced, we have been very actively in- 
volved in discussing its implications with exporters, bankers, and 
foreign buyers. There have been a number of misconceptions about 
the program and a number of le^timate concerns. Our approach 
has been to inform and to listen. We are explaining the broad out- 
lines of the proeram, and we are soliciting suggestions for making 
it attractive to the broad spectrum of potential users. 

To conclude this testimony, I have picked five questions that we 
have encountered frequently and which do need to be addressed. 

One, can the private market provide $1.8 billion in fixed rate fi- 
nancing for periods of up to 10 years? 

The short answer is yes." Adequate funds to finance this entire 
amount are available tlirough Pefco, the private export funding 
corporation, which we have been working with, incidentally, for 
almost 15 years. Pefco, which is owned by 55 banks and 7 inaustri- 
al corporations, was created for this very purpose. It raises money 
not on its own balance sheet but on the guarantee of Eximbank, 
which carries the full faith and credit of the United States. The 
president of Pefco will be testifying later today, and I am sure he 
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will confirm this to your satisfaction. So although you may hear 
some commercial bankers saying that they are not interested in 
this program or it isn't rich enough for them, they never have been 
invohred in our direct lending programs before. And that does not 
mean that the program will not work. We are confident Pefco can 
do the whole job, but we are actively on the lookout for alternative 
sources of fixed rate funds from insurance companies, pension 
funds, commercial banks and investment banks. We believe the 
greater the competition, the lower the price. They will be experi- 
menting with this and trying to find cheaper ways to do it and give 
Pefco competition, which we will welcome, and I think Pefco will 
welcome. We don't how this competition will develop until we test 
the market. 

No. 2, is $1.8 billion adequate to meet the demand for a competi- 
tive fixed rate financing? Our projections indicate that it is. This 
$1.8 billion is $300 million more than the $1.5 billion in loans that 
the Bank actually authorized in 1984. The $1.8 billion in loan prin- 
cipal will support over $3 billion in exports and we can support an- 
other $11 billion in exports by our unsubsidized guarantee and in- 
surance programs. 

For example, through an international agreement reached in Oc- 
tober 1983, which the Treasury Department and the Eximbank 
helped to negotiate, OECD consensus rates have been brought 
much nearer to market rates and are linked to movements in those 
market rates. This has squeezed over 80 percent out of the subsidy 
that has prevailed in export financing in the early 1980's. 

Today, for example, relatively rich countries pay 12 Vi percent for 
long-term loans from export credit agencies. That is by the terms of 
that OECD agreement. We have special guidelines for jet aircraft 
and nuclear powerplants. Minimum lending rates for aircraft are 
12 percent from all countries. And minimum lending rates for nu- 
clear power for the intermediate countries, which is where we 
expect most of the nuclear power to come from, such as Taiwan 
and Korea, are 12.2 percent. So you can see they are very close to 
the commercial rates now available. 

So in many cases we expect to be able to support those U.S. ex- 
ports on a competitive basis by guaranteeing mcu-ket rate lo£uis 
from the private sector without buying down interest rates at all 
and, therefore, not using this I-Match Program at all. 

No. 3, will I-Match change the relationship between the exporter 
and the Eximbank? Absolutely not. The exporter will still deal 
through Eximbank. We will still offer preliminary commitments 
which give the exporter the terms of our financing which he can 
include in his bid and we will undertake to find the funding so the 
exporter and his foreign buyer will be unable to detect any differ- 
ence between the I-Match Program and our direct lending pro- 
gram. 

We will find the funding because we have been working with 
Pefco all these years. We know it's avcdlable. If there €u-e other 
low-cost programs, we will go to them, but it won't be any worry to 
the exporter or to his customer. 

No. 4, will Eximbank be able to compete with foreign mixed cred- 
its under the I-Match program? In those limited circumstances 
where AID, the Agency for International Development, has money 
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available for mixed credit financing, we could counter a mixed 
credit offer with true U.S. mixed credit of our own. We have of- 
fered such true mixed credit in the past. The Eximbank portion 
would be at consensus rates. The only unilateral action we would 
be prepared to take under the I-Match Program would be to under- 
match so-called by extending the term of the lo€m. This is some- 
times more attractive to the buyer than a shaving of the interest 
rate and we would continue to do that. 

I realize there has been some concern that I-Match would sew up 
Uncle Sam's deep pockets for negotiating purposes in our attempts 
to reach an international agreement to end this inhuman and 
counter-productive practice called mixed credits. But it seems to 
me that there has never been any correlation between the stack of 
chips on the table and negotiating a sensible export credit agree- 
ment. 

Mr. LaFalce. Is that true for the MX missile, also? 

Mr. Draper. I am not an expert in that field. For example, in 
1981, our competitors were offering export financing at 7% percent 
interest and we were lending money at 8% percent interest. In 
other words, we were not as competitive in 1981 as we €u-e today. 
However, the cost of money in the market was cu-ound 15 percent 
at that time so the subsidy was enormous. Our objective was to 
eliminate this negative spread. 

One approach might have been to teach our competitors a 
lesson'' by cutting the rate to 6 percent or 5 percent or 4 percent. 
This had the potential of touching off an even more costly export 
credit war. Instead, we raised the rate unilaterally to 10% percent. 
Our competitors followed us up until now we are all charging the 
same market related rate. It isn't identical to market, there still is 
some subsidy but we wouldn't need any direct credit program and 
we wouldn't need any I-Match Program. 

We do need I-Match. We do nc^ replacement for direct credit 
and if this didn't do exactly what the correct credit program does, I 
wouldn't be testifying in favor of it. 

No. 5, isn't the move from direct credit to I-Match simply a 
phased elimination of all support for the exporter facing subsidized 
foreign competition? Certainly not. 

I thought for this program as an innovative solution to helping 
the project and continuing full-fledged support for the American 
exporter, it does both things. It has been accepted and endorsed by 
the President of the United States who has consistently demon- 
strated his strong support for Eximbank. 

To sum up, the development of the I-Match Program will enable 
Eximbank to continue to fully support American exporters in the 
face of officially subsidized foreign competition. It also addresses 
the most critical economic problem of our time which you. Con- 
gressman, have got the mayor responsibility to cany off. That is 
the massive and overwhelming budget deficit reduction. You have 
got to get a hold of it and for these reasons I believe our proposed 
deserves your full support. 

Thanks very much. I am happy to answer any of your questions. 

[The prepared statement of Chairman Draper follows:] 
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Statement By 

William H. Draper III 

President and Chairman 

Export-Import Bank of the United States 

Mr. Chairman and Members of the Committee: 

It is a pleasure for me to appear before you today to present the 
Administration's legislative proposals for amending the Export-Import 
Bank Act as contained in H.R. 1320. 

There are two important elements of this legislation. The first 

EXTENDS THE LIFE OF THE BANK THROUGH SEPTEMBER 30f 1991. ThE SECOND 
ENABLES US TO PUT THE INNOVATIVE INTEREST MATCHING (I-MATCH) PROGRAM 
INTO OPERATION. 

The INTRODUCTION OF I-MATCH WILL ENABLE US TO MAKE A SIGNIFICANT 
CONTRIBUTION TO THE NUMBER ONE PROBLEM FACING OUR NATION 
TODAY— REDUCING THE MASSIVE FEDERAL BUDGET DEFICIT. BY GETTING 
EXIMBANK OUT OF THE DIRECT LENDING BUSINESS. WE CAN REDUCE THE BUDGET 
DEFICIT BY $3. A BILLION OVER THE NEXT THREE YEARS. AT THE SAME TIME 

i-match will enable eximbank to continue to support american exporters 
faced by subsidized foreign government financing. 

The administration's fiscal 1986 budget proposal would increase 
THE Bank's insurance and guarantee authority to $12 billion from $10 
billion in the current year. This increase will enable us to support 

AT LEAST $14 BILLION IN U.S. EXPORTS. BY WAY OF COMPARISON, IN EACH OF 
THE LAST TWO FISCAL YEARS THE BANK HAS SUPPORTED BETWEEN $10 BILLION 
AND $11 BILLION IN EXPORTS. 

By FAR THE LARGEST PORTION OF THAT HAS BEEN, AND WILL CONTINUE TO 

be, risk assumption support through our insurance and guarantee 
programs. 

But the Bank has played another critical role. Through our direct 

LENDING programs WE HAVE BEEN ABLE TO OFFER AMERICAN EXPORTERS BELOW- 
MARKET, FIXED-RATE MEDIUM AND LONG TERM FINANCING. WE HAVE DONE THIS 
ONLY WHEN NECESSARY TO NEUTRALIZE SUBSIDIZED EXPORT FINANCING BY 
FOREIGN GOVERNMENTS. 
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We are proposing to terminate the direct lending function 
consistent with changes being made in other agencies. but the i-match 
program will enable us to continue to provide exporters with the lowest 
interest rates and longest terms available under an international 

AGREEMENT AMONG THE LEADING EXPORTING NATIONS. ThE METHOD WILL BE 
DIFFERENT. BUT THE EFFECT WILL BE THE SAME. 

Under the administration's proposal Eximbank will be able to use 
$100 million of its resources. calculated on a present value basis to 
buy down commercial interest rates to minimum consensus rates agreed by 
members of the organization of economic cooperation and development 

(OECO). In ADDITION THE BANK CAN APPLY THE FUNDS IT RECEIVES FROM ITS 
2% APPLICATION FEE TO THIS INTEREST "BUY-DOWN" POOL. ThIS COULD BRING 
THE TOTAL AVAILABLE UP TO $136 MILLION. 

With this amount we calculate we can provide exporters with $1.8 

BILLION IN BELOW-MARKET FIXED RATE FINANCING TO MEET SUBSIDIZED FOREIGN 

competition. That's over $300 million more than we authorized in our 
direct lending programs last year. 

Our I-MATCH program will look just like our direct credit program 
to both the exporter and the foreign buyer. likewise we intend to make 
the same internationally competitive rates available under our medium 
term credit program and our small business credit program. we will 
continue to give priority to serving the needs of small businessmen 
competing in the international marketplace. 

Here's how it will work. Let's say that we decide to finance 

$10 million in U.S. SERVICES FOR PRE-CONSTRUCTION ENGINEERING DESIGN 

WORK IN Korea under our Engineering Multiplier Program. Under the OECD 

ARRANGEMENT THE BUYER HAS TO MAKE A 15X CASH DOWN PAYMENT. So. UNDER 
OUR PRESENT DIRECT LENDING PROGRAM WE WOULD GO TO THE U.S. TREASURY AND 
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BORROW $8.5 MILLION AND LEND IT TO THE KOREAN BUYER AT 10.7%. ThIS IS 
THE CONSENSUS RATE FOR FIVE-YEAR LOANS TO THE INTERMEDIATE CATEGORY OF 
COUNTRIES. (Of course, we DON'T ACTUALLY SEND THE MONEY OUT OF THE 
COUNTRY. It IS PAID TO THE U.S. SELLER AND BECOMES A DEBT TO US 

repaid by the foreign buyer.) but the treasury does have to go into 
the market and borrow the money to lend to us. and this runs up the 
Public Debt. 

Under the new I-MATCH program we don't go to the Treasury. 
Instead we find a private lending institution offering the best fixed- 
rate INTEREST. We use THAT INSTITUTION TO FUND THE LOAN. LET'S SAY 
THEY CHARGE 12.5% INTEREST— WHICH IS QUITE REALISTIC TODAY. Of THAT 
12.5% INTEREST RATE. THE KOREAN BUYER WOULD PAY 10.7%. ThAT IS THE 
CONSENSUS RATE FOR KOREA, AND WOULD MATCH RATES OFFERED BY OUR FOREIGN 
COMPETITION. EXIMBANK WOULD PAY THE OTHER 1.8% UNDER OUR I-MATCH 
PROGRAM OVER THE FIVE-YEAR LOAN PERIOD. WE WOULD CALUCULATE THE 
SUBSIDY COST ON A PRESENT VALUE BASIS. 

By switching from borrowing and RELENDING to BUYING DOWN INTEREST 
RATES WE CAN CONTRIBUTE A $3.4 BILLION SAVINGS TOWARD THE ABSOLUTELY 
CRITICAL TASK OF REDUCING THE FEDERAL BUDGET DEFICIT. AnD WE CAN STILL 

ENABLE American exporters to compete on equal financing terms. 

Since the I-MATCH program was announced we have been very actively 
involved in discussing the program and its implications with exporters. 

BANKERS AND FOREIGN BUYERS. ThERE HAVE BEEN A NUMBER OF MISCONCEPTIONS 
ABOUT THE PROGRAM, AND A NUMBER OF LEGITIMATE CONCERNS. 

Our APPROACH has been to inform and to listen. We are explaining 

THE BROAD OUTLINES OF THE PROGRAM. WE ARE SOLICITING SUGGESTIONS FOR 
making it ATTRACTIVE TO A BROAD SPECTRUM OF POTENTIAL USERS. 
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To CONCLUDE THIS TESTIMONY I HAVE PICKED FIVE QUESTIONS' THAT WE 
HAVE ENCOUNTERED FREQUENTLY. AND WHICH NEED TO BE ADDRESSED. 

1. Can the private market provide $1.8 billion in fixed-rate 
financing for periods up to 10 years? 

The short answer is "YES!" Adequate funds to finance this entire 

AMOUNT ARE AVAILABLE THROUGH THE PRIVATE EXPORT FUNDING CORPORATION 

(PEFCO). PEFCO. which is owned by 55 banks and seven industrial 

CORPORATIONS. WAS CREATED FOR THIS VERY PURPOSE. IT RAISES MONEY, NOT 
ON ITS OWN BALANCE SHEET. BUT ON THE FULL FAITH AND CREDIT GUARANTEE OF 

THE Export-Import Bank of the United States. The president of PEFCO 

WILL BE testifying LATER TODAY AND I AM SURE HE WILL CONFIRM THIS TO 
YOUR SATISFACTION. 

Although. WE are confident PEFCO can do the job. we are actively on 

THE LOOK OUT FOR ALTERNATE SOURCE OF FIXED RATE FUNDS FROM INSURANCE 
COMPANIES, PENSION FUNDS, COMMERCIAL BANKS AND INVESTMENT BANKS. WE 

believe that the greater the competition, the lower the price. we 
won't know how this competition will develop unitl we test the market. 

2. is $1.8 billion adequate to meet demand for competitive fixed-rate 
financing? 

Our projections indicate it is. We calculate that we can support 

UP TO $3 BILLION IN EXPORTS UNDER THIS PROGRAM ALONE. ThIS IS $1.8 
BILLION OVER $300 MILLION MORE THAN THE $1.A7 BILLION IN LOANS THE BANK 
ACTUALLY AUTHORIZED IN FISCAL 198A. In ADDITION THERE HAVE BEEN 
SIGNIFICANT DEVELOPMENTS IN THE LAST 18 MONTHS THAT SUGGEST TO ME THAT 
OUR I-MATCH PROGRAM COUPLED WITH FINANCIAL GUARANTEES ON LONG-TERM 
LOANS CAN PROVIDE COMPETITIVE FINANCING FOR AS MUCH AS $5 BILLION IN 
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For example, through an international agreement reached in October 
1983, OECD CONSENSUS rates have been brought much nearer to market 

RATES AND ARE LINKED TO MOVEMENTS IN THOSE MARKET RATES. ThIS HAS 
SQUEEZED OVER 80% OUT OF THE SUBSIDY THAT PREVAILED IN EXPORT FINANCING 
IN THE EARLY 1980S. 

Today, for example, relatively rich countries pay 12.25 percent 

INTEREST FOR LONG TERM LOANS FROM EXPORT CREDIT AGENCIES. WE HAVE 

special guidelines for large commercial jet aircraft and nuclear power 
lending rates. minimum lending rates for aircraft purchases by any 
country are 12%. minimum lending rates for nuclear power plants from 
intermediate countries such as taiwan or korea are 12.2 percent. 

so in many cases we expect to be able to support u.s. exports on a 
competitive basis by guaranteeing market rate loans from the private 
sector without buying down interest rates. 

3. Will I-MATCH change the relationship between the exporter and 
eximbank? 

Absolutely not. The exporter will still deal through Eximbank. 
We will still offer preliminary commitments, which give the exporter 
the terms of our financing, which he can include in his bid. We will 
undertake to find the funding, so the exporter— and his foreign 
buyer— will be unable to detect any difference between the i-match 
program and our direct lending program. 

4. Will Eximbank be able to compete with foreign mixed-credits under 
THE I-MATCH program? 

In those limited circumstances WHERE THE AGENCY FOR INTERNATIONAL 

Development has money available for mixed-credit financing we could 
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counter a mixed-credit offer with a true u.s. mixed-credit of our own. 
The Eximbank portion would be at consensus rates. The only unilateral 

ACTION WE would BE PREPARED TO TAKE UNDER THE I-MATCH PROGRAM WOULD BE 
TO "UNOER-MATCH" BY EXTENDING THE TERM OF THE LOAN. ThIS IS SOMETIMES 
MORE ATTRACTIVE TO THE BUYER THAN A SHAVING OF THE INTEREST RATE. 

I REALIZE THAT THERE HAS BEEN SOME CONCERN THAT THE I-MATCH 
PROGRAM WOULD SEW UP UnCLE Sam'S "DEEP POCKETS" FOR NEGOTIATING 

purposes in our attempts to reach an international agreement to end 
this inhumane and counterproductive practice. 

But it seems to me that there has never been any correlation 

BETWEEN the STACK OF CHIPS ON THE TABLE AND NEGOTIATING A SENSIBLE 
EXPORT CREDIT AGREEMENT. FOR EXAMPLE* IN 1981 OUR COMPETITORS WERE 
OFFERING EXPORT FINANCING AT 7.75 PERCENT, AND WE WERE LENDING MONEY AT 

8.75 PERCENT. However, the cost of money in the market was around 15 

PERCENT. GUR OBJECTIVE WAS TO ELIMINATE THIS NEGATIVE SPREAD. OnE 
APPROACH MIGHT HAVE BEEN TO "TEACH OUR COMPETITORS A LESSON" BY CUTTING 
THE RATE TO 6 PERCENT. ThIS HAD THE POTENTIAL OF TOUCHING OFF AN EVEN 
MORE COSTLY EXPORT CREDIT WAR. INSTEAD WE RAISED THE RATE TO 10.75%. 
Our COMPETITORS FOLLOWED US UP UNTIL WE ALL WERE CHARGING THE SAME 
MARKET-RELATED RATE. 

Similarly, the U.S. press was predicting Eximbank' s demise last 
December. Yet shortly thereafter the other members of the Common 
Market over-ruled France— the leading proponet of mixed-credits— and 
came to the table with an improved offer on notification on 

mixed-credits. We continue to negotiate— with OPTIMISM--FOR AN 
AGREEMENT WHICH WILL SHARPLY CURTAIL THE USE OF FUNDS INTENDED FOR 
HUMANITARIAN PURPOSES TO BUY EXPORT ORDERS. 
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There are other fighters in the ring now. Mixed-credits are very, 
very costly. no one is increasing market share through this practice. 
The signs are that once again common sense may prevail without our 
pouring a few billion dollars on the fire. 

5. Isn't the move from direct credits to I-MATCH simply a phased 
elimination of all support for the exporter facing subsidized foreign 
competition? 

Certainly not. I fought for this program as an innovative 

SOLUTION TO HELPING THE BUDGET AND CONTINUING FULL-FLEDGED SUPPORT FOR 

THE American exporter. It has been accepted and endorsed by the 
President, who has consistently demonstrated his strong support for 
Eximbank. 

To SUM UP, THE development OF THE I-MATCH PORGRAM WILL ENABLE 

Eximbank to continue to fully support American exporters in the face of 

OFFICIALLY SUBSIDIZED FOREIGN COMPETITION. IT ALSO ADDRESSES THE MOST 
CRITICAL ECONOMIC PROBLEM OF OUR TIME: THE MASSIVE AND OVERWHELMING 
BUDGET DEFICIT. FOR THESE REASONS I BELIEVE OUR PROPOSAL DESERVES YOUR 
FULL SUPPORT. 

Thank you very much. I would be happy to answer any questions. 
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Chairman Neal. Thank you, Mr. Chairman. 

Let me call the members of the subcommittee's attention to a 
resolution I dropped in yesterday and I will pass it around. In es- 
sence it says that the Eximbank should continue abiding by the 
law as established by the Congress until the Congress changes the 
law. This regards the commitments for direct credits even though 
payouts might be beyond October 1, 1985. 

Congressman Leach? 

Mr. Leach. It sounds like a reasonable resolution. Are we imply- 
ing that we don't have a law abider in front of us? [Laughter.] 

Chairman Neal. There has been some concern that because of 
this new proposal that Eximbank would stop its competitive activi- 
ty at this point or very soon even therefore there might be some 
change. 

Mr. Draper. Let me go on record, Mr. Chairman, as saying we 
will abide by the law first. Second, that we will actively and aggres- 
sively support blocking actions to foreign government intervention 
in the marketplace. That is the whole purpose of our direct credit 

Erogram. It would be the whole purpose of the I-Match Program. 
Fnless I-Match goes into effect we're not going to change any poli- 
cies that we now have with regard to how we fund obviously. 

We also, as I have already said, will not change any of our pro- 
grams to be competitive whether it is with I-Match or direct credit, 
and until the end of this year, we have a budget that we would like 
to use and we are aggressively tr3ring to find exports to finance, to 
use it. And the high dollar has prevented a lot of exporters from 
being able to close deals. But we are with them; we are pitching; 
we are marketing to try and support them because the $150 billion 
deficit that might occur this year in trade is a massive problem 
and we will be in there fighting for them. We don't expect to 
change that one iota, even after October 1. 

Chairman Neal. Mr. Leach? 

Mr. Leach. Mr. Chairman, I have no questions but let me just 
suggest that I think the subcommittee ought to look very carefully 
at the recommendations of the administration from two perspec- 
tives. 

First, whether the new proposal is more competitive than the 
current situation. And, second, that it may be the proposal that has 
the greatest chance of providing funds to the export community in 
this particular political climate. In this regard, moving toward a 
greater reliance on Pefco may make some sense. 

Even though the Congress and Exim have dealt with Pefco for a 
decade and a half, I am slightly troubled by the idea that the own- 
ership of Pefco also, to a slight degree, includes customers of Pefco. 
I think the subcommittee ought to look at this issue to some 
extent. 

In any regard, I think the main issue at hand for us to deal with 
this year is not just the redirection that is being proposed by the 
administration but the level of funding is likely to be available in 
the near future. And it could be that what Mr. Draper has outlined 
is an approach that will involve the greatest possible assistance to 
our exporting community, given administration inclinations. It 
might not, however, fully reflect the wishes of all exporters or per- 
haps the wishes of the subcommittee. 
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Thank you. 

Chairman Neal. I understand Mr. Chandler has a statement he 
wants to make. 

Mr. Chandler. With unanimous consent, Mr. Chairman, I would 
just like to submit it for the record. 

Chairman Neal. Without objection, so ordered. 

[The statement of Congressman Rod Chandler follows:] 
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STATEMENT BY CONGRESSMAN ROD CHANDLER 
HEARING ON THE EXPORT-IMPORT BANK 
March 6. 1985 

Mr. Chairman, I am pleased to be a member of the Banking Committee 
and serve on the Subcommittee on International Trade, Investment and 
Monetary Policy. As a Congressman from a state whose economy is heavily 
dependent on international trade, I look forward to taking an active 
role on this subcommittee. 

In view of ever-widening trade deficits with imports exceeding 
exports by $123 billion last year and looking like they'll climb up to 
$160 billion this year, an examination of the Export-Import Bank's 
role in support of exports and how its performance might 4*ir under the 
Administration's budget proposal for FY 86 is most timely. 

Eximbank has over the years enabled American exporters to stand 
up to the problem presented by offically subsidized export financing 
provided by our major foreign competitors. U.S. exporters have been 
able to turn to Eximbank to provide competitive financing that often 
has been crucial to making a sale. This program appears to be one of 
the few — if not the only -- government program that is working to 
prevent our trade deficit from growing even wider. 

The intense competition that American exporters have had to face 
in recent years has led to this trade deficit of staggering proportions. 
Now with overseas demand for manufactured goods up for the first time 
in several years, competition for markets will be more intense than 
ever. It is critical that American exporters be given a fighting chance 
to maintain their market share with a competitive, well -funded Export 
Import Bank. 

I am, therefore, baffled that the Administration would propose to 
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abandon the direct credit program — a proven program -- and put in 
its place an untried interest rate subsidy scheme that has been widely 
described by the exporting community as more costly, cumbersome to 
administer and less competitive. The hearing today and tomorrow 
affords a. welcomed opportunity to fully examine the Adminstration's 
proposal and to benefit from the views of exporters and the financial 
community. I look forward particularly to learning of the reaction 
of the financial sector to the interest-rate subsidy proposal which, 
I understand, will be the focus of the testimony of Mr. Jack Pierce, 
the Treasurer of The Boeing Company. 

Chairman Neal. We will like to hear from Mr. Cornell at this 
point. 

Mr. Cornell. With your permission, I would like to very much 
truncate the length of my prepared statement. 

Chairman Neal. Mr. Cornell, please proceed. 

STATEMENT OF ROBERT A. CORNELL, DEPUTY ASSISTANT SEC- 
RETARY FOR TRADE AND INVESTMENT POLICY, DEPARTMENT 
OF THE TREASURY 

Mr. Cornell. I am very pleased to meet the subcommittee on the 
status of the export credit negotiations and to assess the relation- 
ship between the administration's budget proposals and these nego- 
tiations. 

The administration's proposal is one result of our negotiations in 
the export credit field during the last 4 years. In essence, we have 
negotiated the virtual elimination of export credit subsidies to in- 
dustrialized countries and significantly reduced export credit subsi- 
dies to developing countries. 

Our budget proposal simply recognizes the dwindling need to 
subsidize export credits. In our view, the budget proposied should 
have no impact on our ability to maintain and perhaps improve the 
arrangement rules on normal export finance. But the effect of the 
budget on our ability to eliminate trade distorting tied aid credits 
is, Fm sure we'll all agree, a good deal less certain. 

Export credit negotiations have been an integral part of long- 
standing U.S. efforts to eliminate the use of officud credit subsidies 
in international commerce. 

Prior to the LDC debt crisis of 1983, OECD countries financed 
more than $50 billion of exports annually with medium term and 
long-term official export credit much of which was subsidized. 
Annual short-term official support amounted to at least $120 bil- 
lion. 

The export credit subsidy problem had reached critical propor- 
tions during 1981 when export credit arrangements interest rates 
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were nowhere near commercial b€mk rates. In fact, nowhere near 
Government borrowing rates. 

In the United States, Eximbank was lending at an interest rate 
almost 5 percentage points below its borrowing costs resulting in 
subsidies to more than $234 million per $1 billion authorized and 
significant losses to Eximbank's net income. 

Let me list the main improvements we have negotiated since 
1981. First, we have obtained substantial increases in the minimum 
permissible interest rates in the export credit arrangements. This 
is an arrangement that, as you know, is adhered to by all of the 
mayor export credit agencies in the world. 

We have obtained automatic adjustment of these rates in re- 
sponse to market changes so that no longer will we find ourselves 
in the kind of situation we had in 1981 where the rates had stayed 
fixed and the market had gone off in another direction. 

Now, there will only be a brief lag between changes in the 
market and changes in the agreed rates at which all countries pro- 
vide export credit support. 

In principle, we and all other export credit agencies have access 
to the financing in low-interest rate currencies at the same com- 
mercial interest rates available to exporters in that currency. 

That means that if a U.S. exporter wants to take advantage of, 
for example, low interest rates in yen he has as much access to yen 
financing as his Japanese competitor does. 

We have obtained a ban of mixed or tied aid credits with grant 
elements below 20 percent. We have a sector agreement on large 
conmiercial jet aircraft with France, Germany, and the United 
Kingdom, the principal partners in the air bus consortium. 

Fmally, we have completed a nuclear power sector agreement. 
These improvements have significantly reduced export credit subsi- 
dies and practically eliminated these subsidies for industrialized 
countries and newly industrialized countries. 

The current average minimum interest rate under the arrange- 
ment weighted by category of country is now 11.05 percent com- 
pared to only 7.91 percent in 1981. Taking into account mandatory 
fees charged by all official credit agencies such as the French guar- 
antee fees and U.S. application fees, export credit subsidies when 
measured against the cost of money to governments, have been vir- 
tually eliminated for all currencies. 

Measured against commercial interest rates, however, an ele- 
ment of subsidy still remains. Commercial interest rates for the 
French franc, pound sterling, and U.S. dollar are still between 150 
and 250 basis points above the Government's cost of money. 

But here I would like to digress for just a minute to illustrate the 
enormous change in thinking that we have been able to produce 
among the other industrial country governments, since the late 
1970's and very early 1980's. When the GATT subsidies code was 
negotiated in the late 1970's, 1979, 1 believe it was, there was a pro- 
hibition built into that code against subsidized export credit financ- 
ing, all of which was keyed to the interest rates and provisions and 
all the rest specified in the international arrangement, which was 
negotiated in Paris. The benchmark against which subsidies were 
measured and are measured in that code is the cost of money to 
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f governments, which is, as you know, always lower than the equiva- 
ent commercial interest rate for a prime borrower. 

After several years of negotiation, we now have people at the 
table talking to us about ways to raise interest rates up to, not to 
the cost of money to Government's standard, but the cost of money 
to commercial borrowers' standard. This has become the principal 
measure of whether or not subsidization exists in the system, and I 
count that as real progress that has not been fully noticed, as I 
think it deserves to be. 

The impact of all these changes is not small. Since total world- 
wide, officially supported export credits annually amount, as I said, 
to about $50 billion in the medium and long-term ranges and at 
least $120 billion in the short-term, the U.S. taxpayer has benefited 
sijpificantlv, as a result of reduced Eximbank subsidies. U.S. man- 
ufacturers have benefited from a more nearly level playing field in 
the export credit game. 

The tied aid or mixed credit problem is the one remcdning loop- 
hole in the export credit arrangement, and I would not argue that 
it is not a large hole. When used for commercial purposes, such 
credits distort both aid and trade. The U.S. objective is to eliminate 
the current practice of diverting aid moneys for the purpose of pen- 
etrating markets and promoting exports. 

In May 1984, the OECD ministers instructed the appropriate 
bodies of that organization to teke prompt action to improve disci- 

§line and transparency regarding tied aid credite. Since the United 
totes has proposed a ban on all tied aid credite, with a conces- 
sional element less than 50 percent, one way to insure that such 
credite are used only for legitimate aid purposes not for commer- 
cial subsidies. The tied aid credit problem is significant, but quanti- 
tetively, it is not on a scale with the overall export credit problems 
which we have already largely solved, as a matter of first priority. 
In the peak year of 1982, OECD countries authorized $6.4 billion 
in tied aid credite, with the grant element below 50 percent. In 
1982, tied aid credite with grant elemente below 50 percent dropped 
to only $3.7 billion. Even these numbers may be oversteted. Only 
about 15 or 20 cases of really problematic or commercial foreim 
tied aid credit cases amounting to between $300 million and $400 
million were brought to our attention and confirmed during the 
last year. 

Nonetheless, here I set to the heart of the problem, stetistics 
reveal that the tied aid credit problem is mainly a problem with 
one country, France. France dominated the tied aid credit field in 
1982. This dominance increased during 1983 despite the downtrend 
in developing country demand for project finance. Therefore, it 
comes as no surprise to us that France has used every me£ui8 to 
block progress within the European Community and by extension, 
in the OECD negotiations on this issue. 

On the diplomatic front, we have raised this issue at the highest 
levels in evenr available form. Secreteries Regan and Shultz and 
Ambassador brock have pressed their counterparte in the Europe- 
an Community and Japan over the past 12 months to support 
greater discipline and transparency. These efforte have borne some 
but not enough fruit. The European Community has made a con- 
structive proposal to improve the transparency of tied aid credite, 
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while the EC proposal is certainly a positive step, one which we, in 
fact, welcome. We say that it should and could go forward only in 
conjunction with significant improvements and discipline over tied 
aid credits themselves. 

Export credit negotiators must fulfill the OECD communique, 
the ministerial communique of last May, which called for improve- 
ments in both discipline and transparency. We believe that the two 
both should and must go forward. 

Now moving to the budget proposal. The results of our negotia- 
tions during the last 4 years have enabled us to propose the elimi- 
nation of Eximbank's direct credit program, to place greater em- 
phasis on guarantees and insurance. And the subsidized financing 
of this type has become increasingly competitive and, in fact, in- 
creasingly responsive to the demands of the market, where access 
to financing is now a much more important consideration than its 
price. 

All this is evidenced by the recent increased demand for guaran- 
tees and insurance from export credit agencies everywhere. 

The proposed elimination of Eximbank's $3.8 billion direct credit 
program recognizes this new commercial reality. To ensure suffi- 
cient access to trade and finance, we also have proposed expanding 
Eximbank's guarantee and insurance authority from $10 to $12 bil- 
lion, as Chairman Draper has said. 

To counter any significant subsidized competition which still 
exists, we are proposing to allow the Bank to buy down the interest 
rates on up to $1.8 billion of guaranteed credits. Thus, in our view, 
the budget proposal should have no impact on our ability to main- 
tain and perhaps improve the current arrangement rules on 
normal export finance. 

In essence, what we think we can accomplish with this change is, 
first, and this has always been a fondly held Treasury view, to 
have a system wherein the subsidy costs of export financing are ex- 
plicit and clearly seen by the taxpayer who has to pay for it. 

Second, recognize that the subsidy costs are much lower than 
they have been in the past, and third, accomplish the side objective 
of changing the accounting process, such that the entire amount of 
the direct credit program, much of which was not subsidized, is no 
longer counted at an outlay figure in the budget, thereby achieving 
. savings. 

Eximbank's ability to match foreign tied aid credits has always 
been significantly limited. I think this is recognized generally. In 
the past 18 months, Exim has offered five concessional credits, of 
which only one has been converted. The cost of an Exim credit, 
which can be as high as $1 for every $1 of export supported, comes 
directly out of the Bank's already dwindling capital and reserves. 
While it is difficult to gauge exactly the impact of these offers on 
the negotiating process, I think it is safe to say that their effect on 
their mayor users of tied aid credits, mainly France, has been and 
is likelv to be minimal. Therefore, matching foreign tied aid credits 
probably will not solve the problem in a negotiated sense. While 
U.S. exporters may benefit from such a program, matching will fail 
to discipline the French. It will spoil the importing markets for all 
exporters and result in huge subsidy costs for the United States. 
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That is a very expensive way to buy exports. Given our need to 
control the Federal budget, the proposed interest rate buydown 
program does not permit Eximbank to match foreign tied aid cred- 
its directly. Nonetheless, Eximbank will still be able to combine 
with USAID to offer selective tied aid credits in selected countries. 

The administration's negotiations in the export credit arrange- 
ment, to summarize now, have virtually eliminated export credit 
subsidies in most currencies and significantly decreased the need 
for major export credit subsidy programs in the United States. 

The administration's budget proposal is fully consistent with this 
new environment in export credits. We will continue to press for 
the elimination of commercially motivated tied aid credits, but do 
not believe that Eximbank tied aid credits, offered at significant 
costs to the U.S. taxpayer will advance our negotiating objectives 
to a degree commensurate with their costs. 

In the coming weeks, we hope to get a high level political com- 
mitment at the forthcoming OECD ministerial to solve the tied aid 
credit problem and close the one major loophole level in the export 
credit arrangement. 

Thank you very much, Mr. Chairman. I will be happy to answer 
questions. 

[Mr. Comeirs prepared statement on behalf of the Department of 
the Treasury follows:] 
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STATEMENT OF ROBERT A. CORNELL 

DEPUTY ASSISTANT SECRETARY OP THE TREASURY 

FOR INTERNATIONAL TRADE AND INVESTMENT POLICY 

BEFORE THE 

SUBCOMMITTEE ON INTERNATIONAL TRADE, INVESTMENT 

AND MONETARY POLICY 

COMMIT*rEE ON BANKING, FINANCE AND URBAN AFFAIRS 

UNITED STATES HOUSE OF REPRESENTATIVES 



I am pleased to brief this Subcommittee on the status o£ 
export credit negotiations and to assess the relationship 
between the Administration's budget proposals and these nego- 
tiations. The Administration's budget proposal is one result of 
our negotiating success in the export credit field during the 
past four years. In essence, we have negotiated the virtual 
elimination of export credit subsidies to industrialized 
countries and significantly reduced export credit subsidies to 
developing countries. Our budget proposal recognizes the 
dwindling need to subsidize export credits. In our view, the 
budget proposal should have no impact on our ability to maintain 
and perhaps improve Arrangement rules on normal export finance. 
The effect of the budget on our ability to eliminate trade- 
distorting tied aid credits is less certain. 

In order to give perspective to the budget proposal, I 
would like to describe first the export credit situation in 
1981; second, our achievements during the past four years; and 
third, the tied-aid, or so-called mixed credit loophole and our 
efforts to close it. 

Export Credit Arrangement; Historical Perspective 

Export credit negotiations have been an integral part of 
a long-standing United States' effort to eliminate the use of 
official credit subsidies in international commerce. U.S. 
economic policy, which minimizes government interference in the 
marketplace, differs markedly from the explicit industrial 
policies adopted by several other major governments. Industrial 
policy frequently relies on subsidies to lead industrial devel- 
opment, exports, and employment. Since the GATT effectively 
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closed off many price subsidies for industrial goods during the 
1970s some countries increasingly used credit subsidies to help 
implement their industrial export policies- 

Officially supported export credits thus became significant 
during the 1970s. Prior to the LDC debt crisis of 1983, OECD 
countries financed more than $50 billion of exports annually 
(1980-1982 base) with medium-term and long-term official export 
credit, much of which was subsidized. Annual short-term 
official support amounted to at least $120 billion. Complete 
data after 1982 are not yet available, but the global economic 
slowdown and the LDC debt crisis decreased world demand while 
damping the absolute level of officially supported credits. 
This may have increased the proportional share of officially 
supported export credits, however. 

During the past decade, we have been negotiating in the 
OECD with 22 other industrialized countries to reduce and 
eliminate export credit subsidies. When the Export Credit 
Arrangement was originally approved in April 1978, it was 
moderately effective in controlling export credit subsidies. 
However, skyrocketing market interest rates during 1979 and 
1980 quickly outstripped the negotiated Arrangement interest 
rates, allowing for significant subsidies. 

The export credit subsidy problem had reached critical 
proportions during 1981, when Arrangement interest rates were 
nowhere near commercial bank rates. In the United States, 
Eximbank was lending at an interest rate almost five percentage 
points below its borrowing cost, resulting in subsidies amount- 
ing to more than $234 million per billion dollars authorized and 
significant losses to Eximbank' s net income. Arrangement rates 
in 1981 were significantly below government bond yields in other 
currencies: half the cost of money (870 basis points) in 
France, 40 percent (740 basis points) in the United Kingdom, 15 
percent (320 basis points) in Germany, and 5 percent (110 basis 
points) in Japan. 

Current Export Credit Arrangement 

Since 1981, we have negotiated significant improvements in 
the rules governing export credits: 

1. Substantial increases in minimum permissible interest 
rates in the Export Credit Arrangement; 

2. Automatic adjustment of these rates in response to 
market changes; 
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3. In principle, access to financing in low- interest-rate 
currencies at the same commercial interest rates 
available in that currency; 

4. A ban of mixed or tied aid credits with grant elements 
below 20 percent; 

5. A sector agreement on large commercial jet aircraft with 
Prance, Germany, and the United Kingdom; and 

6* A Nuclear Power Sector Agreement. 

These improvements in the Arrangement have significantly 
reduced export credit subsidies and virtually eliminated these 
subsidies for industrialized countries and newly industrialized 
countries* The current average minimum interest rate under the 
Arrangement, weighted by category, is now 11*05 percent compared 
to 7.91 percent in 1981. 

This successful negotiation enabled Bximbank to align its 
interest rates to Arrangement rates without huge subsidy costs. 
Combined with the fall in commercial interest rates, Bximbank's 
cost of money has fallen from a peak of 15.7 percent in 1981 to 
the current 11.47 percent (December 1984). Talcing into account 
mandatory fees charged by official export credit agencies — 
such as the French guarantee fees and U.S. application fees — 
export credit subsidies, when measured against the cost of money 
to governments, have been virtually eliminated for all curren- 
cies (see table below). 

When measured against commercial interest rates, however, 
an element of subsidy still remains. Commercial interest rates 
for the French franc, pound sterling and U.S. dollar are still 
between 1.5 and 2.0 percentage points above the government's 
cost of money. Thus, some subsidized official support is still 
available in these currencies, usually in the form of an 
interest rate buy down. For the Deutsche Mark, Swiss Franc and 
Japanese yen, there is virtually no subsidy, even when measured 
against commercial interest rates. 

During the past four years, the Administration also 
negotiated an agreement with other producer governments of large 
commercial jet aircraft (France, Germany, and the United 
Kingdom) to limit the trade credit subsidies for such aircraft. 
This agreement, which only governs sales in non-producer 
markets, sets the minimum interest at 12 percent for dollar 
credits and establishes a ceiling on the amount of direct credit 
support at 42.5 percent of the export value. 
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The Administration has also negotiated an agreement in the 
OECD to limit export credit subsidies for export sales of 
nuclear power plant and equipment. The minimum interest rates 
are set at one percent above the permissible interest rates 
under the Arrangement. 

The impact of these changes is not small, since total 
worldwide officially supported export credits annually amount to 
about $50 billion in the medium- and long-term and at least $120 
billion in the short-term. The U.S. taxpayer has benefited 
significantly as a result of reduced Bximbank subsidies. U.S. 
manufacturers have benefited from a more nearly level playing 
field in the export credit game. 

Tied Aid Credits 

The tied aid or mixed credit problem is the one remaining 
loophole in the Export Credit Arrangement. As originally 
conceived, such credits were intended to constitute a form of 
economic aid to developing countries, augmenting aid resources 
with more plentiful commercial credit. When used for commercial 
purposes, however, such credits distort both aid and trade. 
Using aid monies to steal normal export business is so patently 
unfair that it must be curtailed. The United States' objective 
is to eliminate the current practice of diverting aid monies for 
the purpose of penetrating markets and promoting exports. 

OECD countries have agreed that the tied aid credit problem 
is now the central issue in the export credits field. In May 
1984, OECD Ministers instructed the appropriate bodies of the 
OECD to take "prompt action" to improve discipline and trans- 
parency over tied aid credits. Since then, the United States 
proposed a ban on all tied aid credits with a concessional ele- 
ment less than 50 percent as one way to ensure such credits are 
used only for legitimate aid purposes and not for commercial 
subsidies. 

The tied aid credit problem is significant. But, quanti- 
tatively, the tied aid credit problem is not on a scale with 
the overall export credit problems which we have already largely 
solved. 

In the peak year of 1982 (prior to agreement to ban tied 
aid credits with a grant element below 20 percent), OECD coun- 
tries authorized $6.4 billion in tied aid credits with a grant 
element below 50 percent. In 1983, tied aid credits with a 
grant element below 50 percent dropped to $3.7 billion. 

Even these numbers may be overstated. Only about 15-20 
cases of really problematic or commercial foreign tied aid 
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credit cases, amounting to about $300-400 million, were brought 
to our attention and confirmed during the last year. World- 
wide, tied aid credits in sectors which would normally receive 
export credit finance — subways, railroads, telecommunications, 
power, steel, hydrocarbons — amounted to $3.7 billion in 1982 
(about 2 percent of total exports supported with official 
finance). In 1983 such credits amounted to only $900 million. 

One should not try to gauge the trend in tied aid credits 
from this data. Preliminary 1984 data show an increase in 
notified offers , but a decrease in the number of loans actually 
made. The United Kingdom, Germany, Italy, other European 
countries, Canada and Japan are increasingly active not only in 
countering French mixed credits but also in initiating mixed 
credits or similar forms of concessional financing offers, 
judging by the notifications of such offers which have been 
received by Eximbank. While the increased notifications may be 
a harbinger of expanded use of tied aid credits in the future, 
they may also only be indicative of greater compliance with the 
OECD information exchange; the actual credits may be more or 
less than in the past. 

Nonetheless, statistics reveal that the tied aid credit 
problem is primarily a problem with one country — Prance. 
France is the only country blocking increasing discipline among 
the 22 Participants to the Arrangement on Export Credits. 

— France dominated the tied aid credit field in 1982: 

* France authorized almost $2 billion in tied aid 
credits (30 percent of OECD total) with grant elements 
below 50 percent. 

* France authorized 40 percent of all OECD tied aid 
credits with grant elements below 35 percent. 

* France authorized 75 percent of tied aid lines of 
credit. 

French dominance increased during 1983, despite the 
downturn in LDC demand for project finance. 

* As OECD-wide authorizations of tied aid credits with 
grant elements less than 50 percent dropped from $6.4 
billion in 1982 to $3.7 billion in 1983, French authori- 
zations decreased only from $2.0 billion to $1.4 
billion. 

* France authorized 37 percent of all tied aid credits 
with grant elements below 50 percent. 
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* France authorized over half of all tied aid credits 
with grant elements below 35 percent. 

* France authorized more than three-quarters of all 
tied aid lines of credit. 

* France accounted for almost 50 percent of the 
amounts authorized for sectors with high internal rates 
of return, such as telecommunications and transporta- 
tion. 

Therefore, it comes as no surprise that France has used 
every means to block progress within the European Community, 
and, by extension, in the OECD on this issue. The French were 
successful in blocking an EC mandate last September, prompting 
the United States to ask for a postponement of the September 
meeting. The French have continued to block discussions of tied 
aid credit discipline within the Community. 

Our efforts to advance our objectives have taken many 
forms. Eximbank has selectively matched egregious foreign tied 
aid credits in the past 18 months. Eximbank and USAID have 
combined their resources in two cases to counter a foreign tied 
aid credit offer. 

On the diplomatic front, we have raised the issue at the 
highest levels in every available forum. Secretaries Regan and 
Shultz and Ambassador Brock have pressed their counterparts in 
the European Community and Japan over the past twelve months to 
support greater discipline and transparency. 

These efforts have borne some fruit. At the December meet- 
ing, we made technical progress, but not sufficient progress to 
solve the tied aid credit problem. The EC made a constructive 
proposal to improve the transparency of tied aid credits. This 
proposal had the following three elements: 

1. A better and more comprehensive definition of tied aid 
credits to ensure all tied aid practices are subject to the 
same discipline; 

2. A 20-day prior notification by each Participant of any 
and all tied aid credits with a grant element less than 50 
percent (currently rules are 10-day prior notification for 
tied aid credits with grant elements less than 25 percent); 
and 

3. An agreement to hold face-to-face prior consultations 
among concerned Participants for controversial cases. 
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While the EC proposal is certainly a positive step, one 
which we welcomed, we said that it should only go forward in 
conjunction with significant improvements in discipline. Export 
Credit negotiators must fulfill the OECD Ministerial Communique 
of May 18, 1984, which called for improvements in both disci- 
pline and transparency. The two should go forward in tandem. 

The EC has yet to make a counter proposal to our idea of 
banning tied aid credits with a grant element of less than 50 
percent. The Export Credits Group has until the OECD Minis- 
terial meeting of April 1985 to fulfill its mandate. 

The Budget Proposal 

The Administration's negotiating success during the last 
four years has enabled us to propose the elimination of Exim- 
bank*s direct credit program and place greater emphasis on 
guarantees and insurance. When coupled with other factors such 
as the LDC debt crisis, demand for Eximbank subsidized financing 
has dropped significantly during the past two years and has not 
increased commensurate with improvements in the global situ- 
ation. Eximbank-subsidized direct credits dropped from a peak 
of $5.0 billion in FY81 to $844.9 million in FY83 and $1.46 
billion in FY84. 

Unsubsidized financing has become increasingly competitive, 
as evidenced by the recent demand for guarantees and insurance. 
The proportional share of direct credits in Eximbank* s long-term 
financing has dropped from 85 percent in PY81 to about 50 
percent in FY83 and FY84. The majority of medium-term support 
is in the form of guarantees and insurance. During FY83, 
Eximbank authorized $1.2 billion in long-term financial 
guarantees, as compared to $684.7 million in long-term direct 
credits. Medium-term guarantees and insurance amounted to 
$829.1 million compared to $160.2 million in subsidized 
medium-term credits. (This number does not include the special 
facilities of $738.4 million authorized for Brazil and $500 
million for Mexico.) In 1984, Eximbank authorized $899 million 
in financial guarantees and $1.5 billion in medium-term 
guarantees and insurance, compared to $1.1 billion in long-term 
direct credits and $433.9 million in subsidized medium-term 
credits. 

The proposed elimination of Eximbank*s $3.8 billion direct 
credit program recognizes this new reality. Instead, we have 
proposed expanding Eximbank* s guarantee and insurance authority 
from $10.0 billion to $12.0 billion in order to ensure suffi- 
cient access to trade finance. 
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In order to counter any significant subsidized competition 
which still exists, we are proposing to allow the Bank to buy 
down the interest rates on up to $1.8 billion of guaranteed 
credits. We feel that these levels of support are more than 
sufficient to counter any normal foreign subsidized competition, 
particularly in the context of the current Arrangement 'interest 
rates and market conditions. It is the intention of Eximbank to 
structure the program which will replace Direct Credits and 
Medium Term Credits so that there will be no change in the 
nature of the financing provided to foreign buyers. Thus in our 
view, the budget proposal should have no impact on our ability 
to maintain and perhaps improve the current Arrangement rules on 
normal export finance. 

Eximbank* s ability to match foreign tied aid credits has 
always been significantly limited. In the past 18 months, 
Eximbank has offered five concessional credits, of which only 
one has been converted. The cost of an Eximbank concessional 
credit, which can be as high as one dollar for each dollar of 
exports supported, comes directly out of the Bank's already 
dwindling capital and reserves. 

While it is difficult to gauge exactly the impact of these 
offers on the negotiating process, I think it is safe to say 
that their effect on the major user of tied aid credits — 
France — has been minimal. Moreover, it is doubtful whether a 
mammoth tied aid credit program would improve the negotiating 
climate. While matching another country's export subsidy gives 
our exporter a chance, it makes the mixed credit problem worse. 
It spoils the foreign market; buyers come to expect tied aid 
credits from everyone. 

Major tied aid credit matching programs by other countries, 
especially the United Kingdom from 1980-82, did not seem to 
deter the French practice of using aid monies for commercial 
purposes. As long as the French are considered the initiator, 
their exporters will be sought out first. Win or lose an 
individual case, the French win preferred access to the market. 

Therefore, matching foreign tied aid credits probably will 
not solve the problem. While U.S. exporters may benefit from 
such a program, matching will fail to discipline the French, 
spoil the importing markets for all exporters, and result in 
huge subsidy costs for the United States. That is an expensive 
way to buy exports. 

Given our need to control the Federal budget, the proposed 
interest-rate-buy-down program does not permit Eximbank to match 
foreign tied aid credits directly. Nonetheless, Eximbank will 
still be able to combine with USAID to offer selective tied aid 
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credits. Under the FY86 budget proposal for USAID, funds for 
tied aid credits will be available for Egypt, Pakistan, and 
certain other of least developed countries. 

Conclusion 

The Administration's negotiating successes in the Export 
Credit Arrangement have virtually eliminated export credit 
subsidies in most currencies and significantly decreased the 
need for a major export credit subsidy program in the United 
States. The Administration's budget proposal is fully consis- 
tent with this new environment in export credits. We will con- 
tinue to press for the elimination of commercially motivated 
tied aid credits, but do not believe that Eximbank tied aid 
credits, offered at significant cost to the U.S. taxpayer, would 
advance our negotiating objectives to a degree commensurate with 
their costs. In the coming weeks, we hope to get a high-level 
political commitment at the OECD Ministerial to solve the tied 
aid credit problem and close the one major loophole in the 
export credit Arrangement. 

Chairman Neal. Thank you, Mr. Cornell. 

The one question that I have about this program is its actual 
cost. Mr. Cornell, now you said — I can't remember precisely in 
what context you said it — that commercial lending rates are 150 to 
200 basis points higher than the t3rpical export financing arrange- 
ment. Is that essentially correct? 

Mr. Cornell. That is right. 

Chairman Neal. If we are going to be supporting exports at com- 
mercial rates rather than (rovemment rates and those rates are 
1 Mi to 2 points higher, then is not the cost of this program going to 
be significantly higher than the direct lending program? 

Mr. Cornell. The short answer is, we do not believe so, but let 
me try to explain why. The functioning of the program, operating 
chiefly through Pefco, but also through any other lenders who wish 
to participate, will be based on, of course, the guarantees of the 
Export-Import Bank. That by itself is a factor which essentially 
lowers the cost of obtcdning that finance below what a corporation 
would pay, say, a AA or AAA corporation would pay in the bond 
markets for a fixed term loan from the public of equivalent maturi- 
ty. So the gap between the arrangement and the rates seen by the 
borrower, tiiat is, the foreign buyer of the U.S. export, would not be 
as large as that 150- to 200-basis-point spread that I mentioned. It 
will be much smaller. In fact, the amount that will have to be 
bought down by the Eximbank will be the difference between this 
guaranteed rate, which comes very close to being a Treasury bond 
rate, plus whatever fees are necessary to keep Pefco in business — 
the difference between that level and the arrangement interest 
rates. Since we have accomplished not only a raising of the ar- 
rangement interest rates but also t3dng them to movements in the 
market, the largest that gap could ever become, would be the dif- 
ference between these two rates that might emerge in the 6-month 
intervals during which the arrangement rates stay fixed before 
they automatically change again. 
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Therefore, under our calculations, we believe — we haven't actual- 
ly come up with a hard number, but we believe that at the outside 
the costs would be not nearly as expensive as the direct credit pro- 
gram was and that we would be able to sustain the I-Match Pro- 
gram at relatively low cost to the Eximbank. It will not eat severe- 
ly into its capital and reserves and, in fact, may, over time, lead it 
to become profitable. 

So we do not foresee heavy costs developing from the buydown. 

Chairman Neal. Let me put the question a little bit differently. 
If you were to support the same level of exports, at the same credit 
risk, on the same terms, wouldn't this program, even if it were just 
the cost of running Pefco — I would not claim that would be the 
only difference, but it would be whatever that differential would be 
between commercial rates and market rates. Is that not true? 

I know Mr. Draper and I have discussed this before and there's 
another angle on it, but I would like to hear from him. 

Mr. Draper. Let me answer that, Mr. Chairman. I think there is 
no question, but if you transfer the funding responsibility from the 
Government to the private sector, the costs go up. We have figured 
that on $1.8 billion of exports, it's approximately $42 million more 
to transfer all that direct funding from the Federal Government to 
the private sector. We think that is worth it on the basis of getting 
the Government out of that much direct funding. And for the 
reason that you can reduce the budget deficit by $3.4 billion over 
the next 3 years. The cost, we think, might be $42 million. 

Now the assumptions can differ, but I think the volume repre- 
sentative has come up with $43 million. We don't argue with that 
assumption, but we think that's largely outweighed by shifting 
direct credit programs to the private sector, which we tMnk is the 
right way to go, and we think that the tremendous change on the 
budget deficit, in my book, $3.4 billion is nothing compared to the 
Defense Department or other impacts on the budget deficit, and it 
certainly is a significant contribution to what I see as your megor 
responsibility this year. And I think it is worth the $42 million. 

Chairman Neal. That is the real question though, isn't it? You 
do have this budget windfall, because you have income coming in 
from previously made direct loans, and you're not making any new 
direct loans, but as far as a real impact on the budget and the 
budget deficit, if you are going into a program that costs $42 mil- 
lion more, you are, in fact, adding $42 million to the budget deficit. 
If in fact, that's the figure and it costs more, you have this short- 
term bookkeeping gain, but in real terms, is there really a gain? It 
doesn't look to me like there is. 

Now there may be some other reasons for doing it, but for purely 
this reason, it seems to me very clear, you have said it yourself, 
that this program costs more than the direct lending program cost; 
is that not correct? 

Mr. Draper. I say it costs $42 million to pull $3.4 billion off the 
budget deficit. I don't think our direct lending, even if we staved on 
with the direct lending program, should be carried on the budget 
as if we had spent the money. The government budgeting process, 
to start with, in my opinion, is a very bad budgeting system. 

Chairman Neal. I agree with that. 
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Mr. Draper. Which is cash budgeting. Any private management 
that did a cash budgeting system would not last very long in busi- 
ness. So our direct loans that collect interest are counted as if we 
spent the money. That is wrong to start with. 

So this is a system for chfimging that. It doesn't belong there. 
And for you to have clarity in seeing what it is we really are cost- 
ing the taxpayer, and every Government program just about that I 
can think of carries a subsidy. It is amazing how small our subsidy 
is. 

In the last 2 years, our subsidy has been only $111 million, calcu- 
lated on the S€une basis for the direct lending. We have done $111 
million. So we think our $136 million that we are asking for you 
this year will be able to take care of what we need in order to do 
what was the direct lending basis. 

I agree, Mr. Chairman, that it costs something to transfer to the 
private sector. In the long run, I think the taxpayer will benefit 
from this program. I am a taxpayer and I pay a lot of attention to 
that. I was in private business for many, many years and I came to 
Washington with the idea of reducing the taxpayer burden. I think 
this program reduces the taxpayer burden by bringing clarity and 
svstem that should have been brought to our budgeting process in 
the past. 

Chairman Nbal. What you are saying, if I understand you, is 
that you don't like the bookkeeping the way it is, and this is a 
change in the bookkeeping, and that's correct. And I can argue 
that and make that same argument. But you are really not saving 
anything in the budget deficit, you're just changing the bookkeep- 
ing. 

And if it is going to cost vou more over time 

Mr. Draper. I don't think it will. 

Chairman Neal. Please, sir, help me to understand. 

Mr. Draper. Because we will all be concentrating on the right 
thing: How much are we spending? 

It is amazingly small but let's have control of it. You will be able 
to see just what is happening. Some exporters and some bankers 
will not like this. You will hear complaints on it. But I think it is a 
good thing for them, too, in the long run to bring it out as to how 
Uttle subsidy really goes to our operation. Let's clarify it. Let's 
make it identifiable. 

But the main thrust of what I am sa3dng is that we are removing 
from the budget deficit, if we anticipate that there has got to be 
progress, in order to get the dollar down, there has got to be 
progress, and the reduction of the deficit, if we are a part of that 
deficit — and we are now in a big way, the $3.4 billion can be re- 
moved from that budget deficit over the next 3 years. 

That's a contribution to a job that is essential for all of us be- 
cause we have got to concentrate on what is happening. If the di- 
rection is right, and if we make substantial progress on that, the 
perception that there is runaway inflation out in front will begin to 
recede and the dollar will begm to fall, and American exporters 
will benefit far more than the $40 million that it would cost to 
transfer that $3.4 billion into the private sector, off our books. 
Chcuiging the bookkeeping, I agree, but bookkeeping is what allows 
control, and that is what really saves money. 
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If the Government had better bookkeeping, we would sure as 
heck not spend as much money as we are spending. And I think we 
identify what we are talking about, pull it off, and then talk and 
let the private sector do the funding. 

Chairman Neal. Can we solve the rest of the budget deficit prob- 
lem in the same way? [Laughter.] 

Mr. Draper. Probably not. 

Chairman Neal. We could, by the way, if we changed from a 
cash to an accrual system of bookkeeping for the Government. The 
deficit would show a much lower figure. It may be a good idea. But, 
still, nothing has changed in the real world, we have just changed 
the bookkeeping. And if we want to do that 

Mr. Draper. That's not quite right. There would be a change in 
what you would allocate each year to control our procedures. I 
mean, let me honestly say that I think the Eximbank would not be 
in jeopardy today if it had paid a little more attention in the dis- 
t£mt past to some loans that might not have been necessary to for- 
ward exports. 

We will really concentrate on what is important to forward ex- 
ports. And, yet, we will constantly be keeping our eye on the ball of 
blocking out foreign government subsidized competition. We have 
enough to do it. You are interested in seeing us do it. Our export- 
ers are, and we are very aggressive about doing that. 

But where we might have spent money in the past, I think that 
some of that might be saved by just better concentration. But that 
isn't the main thrust. The main thrust is just let's privatize the 
funding. 

Chairman Neal. Well, I am taking too much time. Let me lust 
remind you of one thing. The last time we had Eximbank iMpBla- 
tion before us, I tried to get a feature in the bill which would have 
focused your attention on the subject, would have had you report 
it. And you didn't support it. 

That is an interesting concept and we certainly want to give it a 
fair journey. 

I have taken too much time. I don't know who to call next. Let 
me make an announcement if I can. We obviously are going to go 
ahead through the speech. Eveiyone who wants to stay, please 
stay. We have another panel of witnesses and I would hope that we 
would give them ample opportunity for questioning, even though I 
have spoken too long. And I will 3deld to everyone who wants time. 

But if we will please keep that in mind, we only have a certain 
amount of time and we do have some other points. 

Mr. Grotberg. 

Mr. Grotberg. Thank you, Mr. Chairman. I have a couple of 
simple questions. Give me a for instance on tied aid credit. Do we 
sell boxcars to underprivileged countries, or how does it work? 

Mr. Draper. One for instance is Thailand was asking for funding 
for a fertilizer plant. It cost $100 million. Japan was working with 
France. We would have been working with some of our exporters, 
working with some of the Japanese. And a consortion was put to- 
gether to bid on this in a public bid. That $100 million bid that 
came through had a lot of mixed credit, tied aid in it, in that they 
said they would take aid money like our AID and mix it in with 
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the direct credit that would come from an export credit and financ- 
ing agency like ourselves. 

And the two would make the interest rate a lot lower because 
part of it would be a gift. We chose not to help finance that be- 
cause our AID didn't have any money for Thailand. Other coun- 
tries called it aid. That is the essence of it. 

Mr. Grotberg. I think I understand. I wanted to make sure that 
I knew what it was. I am not quite as senior as the chairman on 
this subject matter, but one more quick question. 

We just passed a silly farm bul yesterday and sent it to the 
President. It will probably come back. As I recall, in it there was 
an interest buy down for farmers. Now that's been subject to criti- 
cism that only the good guys are going to get to buy down. And 
there will be argument out in the financial field on consumers that 
need loans. And some of them are going to get favorable treatment, 
some of them aren't, and there will be no justice in the S3rstem. 

How does that spill over into your interest buy down program on 
an international basis with vendors and contractors? 

Mr. Draper. I am really glad you asked that because our export- 
ers don't get a dime of this subsidy. All of the subsidy that we put 
out has gone to a foreign buyer who has been offered a similar sub- 
sidy by another foreign government. 

Our only objective with direct credit or eye match is to block 
that foreign government from intervening into a free marketplace. 
And our most conservative economists agree with this philosophy. 
Marty Feldstein 

Mr. Grotberg. Whose interest rate are you bu3dng down? 

Mr. Draper. It's the form. The bank aoes not get any subsidy. 
There's no subsidy in here. They are just making a loan that is 
guaranteed by the Federal Government at whatever market rate 
that would bear on the most competitive terms. So it is a means of 
funding. We borrow from the Treasury. The Treasury borrows from 
private enterprise, or private enterprise does it directly and we 
guarantee it. It doesn't really matter. There is no subsidy to any 
American banker or exporter. 

The subsidy is because the interest rates that France, England, 
and Germany will give is 11.2 percent for a long-term loan. In 
Taiwan, we must match that ll.Z percent. Yet, the actual interest 
rate for that same long-term loan might be 12.5 percent. 

So we make up the difference of 1.3 percent per year each year 
for 10 years, let's say. Then, pull that back to present value, which 
would be smaller than the sum of those. And tnat would be the es- 
sence of our scorekeeping of the $100 million subsidy, so-called. But 
the subsidy ends up going to the foreign. 

Mr. Grotberg. Who gets the money? You are talking about $1.8 
billion of interest buydown, in your own statement — or your state- 
ment, Mr. Cornell. 

Mr. Cornell. The way it would work is this 

Mr. Grotberg. Who gets the money? 

Mr. Cornell. The money is essentially provided to the foreign 
buyer so he can buy the U.S. export. 

Mr. Grotberg. That is all I wanted to know. Thank you. 

Mr. Cornell. What we are doing is giving him a small bribe so 
he chooses our exporter over somebody else. [Laughter.] 
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Mr. Draper. Our bribe, as you call it, is not any more than the 
bribe offered by another foreigner. 

Mr. Grotberg. We understand that. Certainly. Thank you. He 
has answered my question. 

Chairman Neal. Mr. Levin. 

Mr. Levin. I think the interchange between the two of you is in- 
teresting. You are calling it a bribe. 

Mr. Cornell. I should hasten to add it's not something new. 

Mr. Levin. Mr. Cornell, I think it reflects an attitude and I want 
to get back to that in a moment. But I think the repartee between 
you, Mr. Chairman, and my friend. Bill Draper, has some signifi- 
cance; I hope, for all of us that it will sink in. 

We are not going to really reduce the deficit in real dollars one 
dollar by this chanee. It is phony in that sense. It is not real. We 
could accomplish the same thing by changing our bookkeeping 
system. As I understand it, what we have been doing is counting 
money lent out but not counting money paid back in. 

If we had set up the items in a revolving, but you said yourself, 
Mr. Draper, that it is essentially a bookkeeping item that this isn't 
the real cost to the Government. The loans aren't the real cost to 
the Government because when the figures are calculated, they 
don't take into account what is paid back. Isn't that true? 

Mr. Draper. But the cash flow, the net cash flow, is what im- 
pacts the budget. 

Mr. Levin. In terms of flow in and flow out over a long period of 
time, it isn't costing the U.S. Government $3.4 billion, right? 

Mr. Draper. That's right. 

Mr. Levin. We ought to understand that. And what we are 
doing, we want to talk cents to the American people, c-e-n-t-s. We 
also want to talk s-e-n-s-e. Right? 

We really want to talk recdities here. I think what I want to tell 
my colleagues on the Budget Committee is to force the executive to 
change bookkeeping, whichever way we go, or at least change the 
deficit figures so the real figures are not necessarily opposed to this 
approach; but to sell it as a deficit reduction plan in real dollars 
and cents is wrong. 

Mr. Draper. That is all right. We would buy the way you are 
analyzing it. We would buy that. 

Mr. Levin. Good. 

Mr. Draper. We are transferring though from the budget $3.4 
billion that is part of that deficit that you do have to somehow try 
to reduce, or you have got to get some other $3.4 billion. 

Mr. Levin. That is really a bookkeeping item in terms of real 
dollars. That is your point. What you are complaining of is that we 
haven't been spending $3.4 billion, that that's a bum wrap for 
Exim. But, then, what you come in here and say is ''Change the 
system because we have been gettine a bum wrap." That is what 
you are doing, instead of changing the bum wrap. And it is boot- 
strap. You kSnow, we love to talk around here about blue smoke 
and mirrors. I don't know about the blue smoke but this is sure 
mirrors. I think that is your thrust. 

So let me get down, as the chairman S€dd, in order to change ap- 
pearances, the reality may cost more in terms of the actual cost m 
dollars. And I think we want to get to that. 
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But, then, you see, Mr. Draper, you shift your ground. You said: 
"Well, the real thrust isn't the budget, it's to privatize." That was 
your last statement, to privatize. And I am in favor of privatizing if 
it's effective. No. 1, and if it's cost effective. And whether a guaran- 
tee or a buydown is more private than a loan, I think is a good 
question. There's still a Government element there. 

Now I want to just shift gears quickly, Mr. Chairman, and I hope 
we get back and pursue your point because I think you are piercing 
the veneer of the issue, trying to get us to the reality. 

Talking about shifting ground, I want to talk briefly with you, 
Mr. Cornell, if I might, about your position on tied aid, because I 
don't understand what the administration's position really is. You 
seem to give a number of reasons for your position on tied aid cred- 
its; then your acknowledgment that shifting to this proposal won't 
help our effort. 

You say, first of all, that tied aid spoils the foreign market. In 
your language, it's a bribe. Mr. Draper reminds you, well, you can 
call it a bribe. We might call it aggressive protection of American 
industry, since others are doing it. 

Then you say it won't do any good anyway because matching 
fails to discipline the French. So you kind of throw your hands up 
and say: "Well, I don't know, the French are having the best at it. 
This is their way of competing unfairly with Americans, but this 
doesn't do any good anyway." 

And then you refer to given our need to control the Federal 
budget. So you have three different explanations. I just want to ask 
you, for the exporter from the United States who is being disadvan- 
taged by tied aid credits of other countries, and I know it's just a 
single exporter — many single exporters — and you say: "Well, all 
that subsidization does is to give our exporters a chance," as if that 
isn't very important. 

But I want to take back to my district and to my State your 
£uiswer to the exporter from the State of Michigan who is compet- 
ing with tied aid credits given by France, what you intend to do 
that has some chance of succeeding in the next year to let that ex- 
porter have a chance to succeed. 

Mr. Cornell. Let me start first by saying that to say that anv 
kind of a war chest for mixed credits does not have very much 
affect on countries with policies like the French is emphatically, on 
the administration's part, not throwing up our hands. It's more in 
the nature of calling a spade a shovel. It's by way of saying that 
even if we spent the money we would not succeed in the objective 
for which we were spending it. 

Now, there is nothing in the administration's position in the way 
we have approached these negotiations in the way we have worked 
with the Export-Import Bank that for a minute I don't think 
should be interpreted as lack of support for United States export- 
ers. 

The policy dilemma that we have is when we are faced with 
problems like this mixed credit tied aid credit problem which, by 
the way, is poisoning foreign aid as well as poisoning the markets. 
I will get back to that in a minute. 

Mr. Levin. It is a long story. It has been going on for 30 years. 
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Mr. Cornell. The policy dilemma that we have is that the avail- 
able option which is matching some of these mixed credits, as I 
said, costs a dollar of taxpayer's money for every dollar of export 
bought. So you have the problem of assessing the gain in terms of 
increased exports against the loss in terms of charges to the tax- 
payer. That balance keeps shifting and moving. 

Mr. Levin. Tell me in simple English what you intend to do. 

Mr. Cornell. What we have been doing and what we intend to 
do is try various devices to accomplish the end of supporting ex- 
ports without going to the limit of full tilt subsidizing the costs to 
the point of taking all the business away from the French. 

Chairman Draper mentioned the idea of undermatching. It hap- 
pens to be a very powerful weapon because very often a foreign 
government borrowing to build a powerplant or whatever — some 
big capital project — is much more interested looking at it as a gov- 
ernment in its annual balance of payments costs, which are the 
exact analog of the monthly pa3mients on a used car, and it is in 
the total costs over the life of the loan. 

So if we can move from instead of 10 years out to 15 or 20 and 
reduce the semiannual charges, we can very often obtain the busi- 
ness. There we have an advantage because under European sys- 
tems including the French, their access to this kind of long-term 
money even for governments is far less easy than ours is. So we 
have a weapon there. 

We have on occasion and selectively when we really thought we 
had a chance to get the business, we nave actually matched mixed 
credits using AID and other sources of funds. More often than not, 
by the way, we haven't gotten the business in the end anyway. 
Once or twice we succeeded but we don't always. So I don't think it 
is fair to say that we have been hands off and nonsupportive. 

We have been trying as hard as we could within the limits of the 
cost benefit calculations that as public servants we have to go 
through. 

Mr. Levin. My time is up. 

Your testimony indicates that the situation vis a vis France, isn't 
improving for the better. So whatever you have been doing the sit- 
uation isn't improved and you, as a public servant, have to also 
look at the result of your actions or if not, the result what's hap- 
pening out there. It hasn't been working. 

Thank you very much. 

Chairman Neal. Mr. Kolbe? 

Mr. Kolbe. Thank you, Mr. Chairman. 

I agree entirely with what Mr. Draper was saying about the need 
to be more honest in the way we show this on the budget and I 
think your suggestion that it hasn't been shown honestly in the 
past is a good one. This is a much more up-front honest accounting 
of what the real cost of our Government export program really is. 

But I think to some extent both of you kind of dug yourself into 
a hole today by suggesting that the real value of this thing is what 
is he going to do to help reduce the budget deficit? In recdity, as 
has been pointed out, if this program is implemented next week 
when it comes down to going out, Mr. Cornell's department going 
out and borrowing money to meet this week's bills, it's not going to 
make a dime's worth of difference in terms of what they have to go 
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out and actually borrow that week in order to pay the week's bills; 
is that not a fair statement? 

Mr. Cornell? 

Mr. Cornell. Yes, sir. It's more by way of a clarification than an 
answer but if the direct credit program has lead a, say, $3.4 billion 
now and if Mr. Draper succeeds with his aggressive policy and ends 
up committing that whole $3.4 billion this year, that means that 
the U.S. Treasury is going to be going into the market to borrow 
$3.4 billion some time between the end of this year and the end of 
next. 

Under the new program — by the way, when we do that, we are 
bidding interest rates up because we are bidding against private 
sector borrowers, against Boeing Corp. and others. 

Now, under the new program, the I-Match Program, the Treas- 
ury will not be going into the market for $3.4 bUlion in the first 
fiscal year after the program passes. We will not to that degree 
then be competing with the private sector for that money. I know 
that the amount is small and the effect on interest rates is margin- 
al. But this is part of a broad administration policy to attempt to 
get the Federal Government out of competition with the private 
sector in the financial markets like that. 

So in that sense we are reducing a hidden cost that I admit 
never showed up on the budget but was a real cost to the U.S. tax- 
payer. 

Chairman Neal. Mr. Kolbe, would you yield on that point? 

Let me just say if you are going to support 3.4 billion dollars' 
worth of exports, you can do it two ways. You can borrow the 
money to support the exports or you can guarantee loans by the 
private sector. The credit markets see no difference in that whatso- 
ever. The same amount of money will be allocated to one purpose. 
It is all private capital one way or another whether the Govern- 
ment borrows it or whether it guarantees it from the private 
market. 

There's no reason to try to present this program as anything 
other than what it is. And you are going to have no impact, no 
change whatsoever, on private credit markets by doing it one way 
or the other except that doing it the way you're suggesting costs a 
little bit more because you are going to be using private rates in- 
stead of government rates. 

Is there any question about that in your mind whatsoever? 

Mr. Cornell. The basic point that you make is absolutely cor- 
rect, sir. 

Chairman Neal. Well, then there's just no reason to sell this 
thing as something that it is not. 

Mr. Cornell. The point that I would make and it is sort of a 
clarification, is that the method by which we are doing it moves us, 
maybe incrementally, maybe marginally, closer to the kind of pri- 
vate sector oriented system that we would like to see more and 
more evolve. It's a question of degree and I wouldn't sit here and 
say that this is suddenly going to solve the problems of the finan- 
cial markets or anything. 

Chairman Neal. Or reduce the deficit. 

Mr. Cornell. On paper it is going to reduce the deficit, sure. 
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Mr. Levin. If I might say on that basis we want to do that. But 
by obscuring it it isn^ discussed on that basis. 

Chairman Neal. I'm sorry. We're taking Mr. Kolbe's time. 

Mr. Levin. Thanks very much for not 3delding but letting us in- 
terrupt. We are tr3ring to drive home your point. 

Mr. KoLBE. Thank you, Mr. Chairman and Mr. Levin. 

I really didn't mean to get us back into this discussion of this. 
That wasn't really the point I wanted to make. 

I would make the point that I do disagree with the gentleman 
from Michigan that I don't think it's a friendly way of showing it. I 
do think it s a realistic way. I do think it really gets us, as you 
point out, it gives you better controls over the system and also 
gives the taxpayer and this Congress a better handle on what the 
real cost of this is. So I commend you in the sense that I think it's 
the right approach to the budgeting process. 

I want to follow-up on something — on one question Mr. Grotberg 
alluded to — that was when you got into the question of whether or 
not it was a bribe or the buy-back was a bribe or whatever you 
want to call it. It doesn't really change the relative position of the 
United States out there, of our exporters in this export battle. 

We have just as great a disadvantage tomorrow with this pro- 

Eam, with any of our export programs that we have, as we have 
en in the past with the high value of the dollar; is that not cor- 
rect? 

Mr. Draper. Yes, it is correct. We are not trying by this program 
to say that it improves the lot of the exporter in competing. What 
we are sa3ring is that this will do exactly what the correct credit 
program has done and we think the direct credit program being on 
the budget is a confusion. It is overemphasized as a cost and it's 
really a rather small cost. Most people were absolutely startled 
that we operated in the last 2 years on the basis of only $111 mil- 
lion of subsidy categorized this way between the 2 years. 

So I agree with you and what you say that it is not an improve- 
ment in our programs. We have been improving our programs con- 
tinually and listening and talking with experts and bankers as to 
how we might modify and move along. But in this case we're not 
tiering to respond to the banker's needs for a better program. 
Direct credit has never been a commercial bankers — they have 
never been involved in it. 

So if you hear that this doesn't sound like a very good program 
from them, it doesn't really matter, as I say, and you'll hear from 
Pefco that they can adequately do that job. But you are right. 

We don't improve the programs we have got with this program. 
It's just a means of trying to concentrate on what we think is a big 
problem and you might say that it is just bookkeeping but frankly 
it is the bookkeeping that helps. I mean it seems to me if it helps 
solve Dave Stockman's problem with the Eximbank, I think we've 
come a long way, especially if we can do exactly what we now do in 
direct credit. I like it. [Laughter.] 

Mr. KoLBE. Before we get back into that one, let me just follow 
up again on this. 

As you pointed out, the program enables our exporters to go out 
at least on an equal footing and match the interest rate maybe of- 
fered by the exporter in Germany or somebody that his govem- 
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ment might be providing for. But the reality is in today's market 
with the dollar where it is against the deutschmark, the yen, or 
any of the other msgor currencies, it's like going out there, really, 
with one and a half of your hands tied behind your back, and 
trying to compete in that export market. 

Is it beyond the scope of this subcommittee or this Congress to do 
anything about that problem or is there anything we can do, I 
guess, is really my question. 

Mr. Draper. I don't think an3rthing is beyond the scope of this 
Congress in relation to us particularly. 

So, you can do anything that you want with us and the program. 
Our attitude on this is that we have come a long way. 

In 1981, as was pointed out, we were 100 basis points higher than 
the competition. When this administration came in we were charg- 
ing 100 basis points which is 1 percent of interest higher. We are 
now charging whatever the lowest rate is that's allowable by this 
international agreement and except for the mixed credits, which 
we see as this very specialized area. We are, for example, not going 
to compete with Mrs. Thatcher if she goes to Mexico and says, we 
want to rive you a steel plant. We're not going to meet that be- 
cause we re not an aid program. Eximbank is not an aid program. 

But on the general run of our exports, aircraft, we are identical, 
12 percent we charge in interest rate and 12 percent of the airbus 
countries charge to sell the airbus. They go out 10 years; we go out 
10 years. That^ an agreement. It's firm; it's been working; and it's 
been working well. Under the I-Match Program we will continue to 
charge only 12 percent. 

In regard to all nuclear power, we have an agreement that is 
12.2 percent in the intermediate countries. That's exactly the scune. 

Let's say a Caterpillar tractor competes against Kamatsu. We 
have identical interest rates, at least in dollars, and we can guar- 
antee a yen so that the American exporter can compete if the 
buyer wants to borrow in yen and give the same loan. 

So we have a very competitive program today by contrast to 4 
years ago. We are still, you know, limping along. Mainly our ex- 
porters are battling this terrible high dollar problem. 

Mr. KoLBE. Mr. Chairman, that's my question. What you've said 
is all well and good and I appreciate it and I am sure it's appreciat- 
ed by our exporters. But the improvement, let's say, of 100 basis 
points in our loan rate — our average loan rate — is really a drop in 
the bucket since 1981 in comparison to what happened to the dollar 
vis a vis the foreign currencies. 

Mr. Draper. You know, honestly, the job you can do, Mr. Kolbe, 
would be to reduce the budget deficit which would reduce the 
dollar which in turn would make our exporters very viable. 

They have gotten very tough in this last 3 or 4 years. They have 
tightened their belts. They have come up against unbelievable com- 
petition. In order to compete against the German mark they have 
had to cut their interest rates 60 percent. I mean, their price is 60 
percent, in order to offer the same pricing. 

So, all I can say is, concentrate on that budget deficit and you 
will do worlds of good for the American exporter. 

Chairman Neal. Mr. Kleczka. 
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Mr. Kleczka. The problem, Mr. Draper, is that this is not the 
budget committee and Congress, for the most part, and I as one 
Member, would agree with you but let's get back to the issue at 
hand and that's the changes in the Eximbank program. 

I would like to thank the Chair for hosting the hearing today. I 
think I knew more coming in today than I dfo after the witnesses' 
testimonies and some of the questioning. 

Mr. Draper, the problem I am having is the difference between 
the old, direct lending program and the new write down program. 
It seems to me that both programs are going to have a cost to the 
taxpayer. With the direct loan program, you have just indicated 
that the cost to the taxpayer through the subsidy has been about 
$111 million? That's a bribe and we have to get out of that and the 
other kinds of smoky mirrors, how to reduce all the deficit, which 
is all nonsense. [Laughter.] 

Mr. Draper. But nonetheless, under the write down program the 
cost to the taxpayer's going to be an equal amount in excess of 
$100 million using your resources, funds within the agency, and 
some of the 2-percent amplication fee money. 

So as the taxpayer's concern, the taxpayer in Milwaukee, Wi- 
the sole program — he or she is going to be liable for about $110 
million subsidy. Under the new program it's the same subsidy. 

So I ask you, what's the difference? 

Mr. Kleczka. It's still a bribe. We're bribing in a different way, 
but using taxpayers dollars. 

Mr. Cornell. I mentioned this in my testimony, but just sort of 
threw it in. The difference is that now, as opposed to before, you, 
and therefore your constituents, the taxpayers, are going to know 
exactly what the subsidy is. 

Mr. Kleczka. Mr. Draper said it's $111 million. I will go back 
home and tell them that. A massive change in the program. 

Mr. Cornell. I can remember testifying before this very same 
subcommittee 3 or 4 years ago. We had this terrible subsidy prob- 
lem, and really, if you were arguing in behalf of the exporting com- 
munity, it was almost in your interest to try to fuzz up how much 
of the direct credit program was actually going in subsidies, be- 
cause the amount was so large. That program, I have to tell you, 
data lend itself to that kind of very fuzzy discussion about now 
much it was actually costing the taxpayer. This I-Match Program 
and the way it was handled in the budget will be much clearer and 
much more transparent in terms of public information, so the tax- 
payer knows what he is being socked for, in order to reach the 
public objectives. 

Mr. Kleczka. But you don't have to throw the baby out with the 
bathwater to do that. What you can do is just change the bookkeep- 
ing method. You indicate over the next 3-year period, we are going 
to directly lend some $3.4 billion; am I correct? 

Well, let's offset that by the receipts that will be coming back in. 
The net of that should be the actual loss or subsidies to the taxpay- 
er. 

Mr. Draper. That isn't quite right, sir. We are not saying that 
we are Roing to lend $3.4 billion over the next 3 years. 

Mr. Kleczka. That's the way we are going to reduce the deficit 
though. 
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Mr. Draper. That is right. That's the cash flow differential. If we 
were to lend at the $3.8 billion that we have now been doing, if we 
authorized that to be loaned every year for the next 3 years, the 
cash flow difference and therefore the impact on the budget would 
be another $3.4 billion, if we did it for those 3 years. 

Mr. Kleczka. OK. Basically, it's going to cost the taxpayer the 
same amount of dollars in subsidy versus the new program. 

Mr. Draper. We are not selling this under major savings. 

Mr. Kleczka. Sure, you are. The budget reduction, sure. It is 
going to make Stockman happy, which will make a lot of other 
people unhappy. And it doesn t make a diddly-dam bit of difference 
to tne taxpayer. 

Mr. Draper. Who are we going to make unhappy? The only fear 
that people have is that it's a new program, but if it does all the 
same thmgs — we have worked with Pefco for almost 15 years on 
doing this same thing. There is a lot of things wrong about this, 
but there's not really any change. I don't know who we are making 
unhappy. The only concern I have is if people say it won't work, 
then tney alert our competitors and concern our customers to the 
point where they will not even come in, which would be terrible. 

So I have met with hundreds of exporters on this, and they come 
in, all excited in the flrst few minutes of the meeting, about My 
God, we are going to remove direct credit. But then when I go 
through it, by the end of the meeting, I have to say, honestly— I 
had a meeting with the General Electric ^oup from all over the 
country. That was one of the later ones. Then after the meeting, 
they applauded. Now I have got to say that I don't expect to get 
applauded for this, but I do expect that it is a program that is vir- 
tually interchangeable with direct credit. So I doiv t think that we 
should upset everybody. I really don't? 

Chairman Neal. If we ever get to the other panel, we may hear. 

Mr. McCoUum. 

Mr. McCoLLUM. Mr. Chairman, having listened to all of this dis- 
cussion a couple of things are in order to make points about. First, 
while we can play all the games we want to about debt cost, the 
fact is, the deficits are going to be impacted. Call it accounting, call 
it anything else, the deficit, as the public understands it will be re- 
duced. That is the significant thing. 

The second thing is that we do, indeed, have, in my judgment, a 
much more efficient system being proposed from the standpoint of 
the Government of the United States, by not being involved in the 
three or four tiers of direct lending. An improvement can be made 
if we can get this t3rpe of program as a alternative to the direct 
lending at a very minimal, if any, additional cost. In the long run, I 
think that we will realize a savings to the Federal Government, be- 
cause the additional costs are absorbed by the Eximbank. The cost 
savings will come from the Treasury, not incurring the costs of 
servicing the additional $3.4 billion. 

So, in all probability, it's actually going to be a net savings to the 
Government rather than a net loss. 

And third, it seems that what we would be doing is fundamentcd- 
ly strengthening the Eximbank. I would like to ask Mr. Draper the 
bottom Tine question. We have heard reports that Dave Stockman 
and others, are out to destroy the Bank. It seems to me, from lis- 



Digitized by 



Google 



44 

tening to you and everyone else this morning, that by adopting the 
I-Match Program we are actually going to place the Eximbank in a 
strengthened position to argue for its continued existence. Am I 
not correct? 

Mr. Draper. I agree with that, sir. And I think you have hit it 
right on the button. I wish you had been making the statements or 
testif3dng today, because you said exactly what I wanted to say. 

Mr. McC!oLLUM. Thank you. 

Mr. Fauntroy. Mr. Chairman, may I just ask one question. 

In response to an earlier question, it was stated that we are actu- 
ally subsidizing the purchaser. Agreed? 

Mr. Draper. That is correct. 

Mr. Fauntroy. And we have admitted that it will cost more to 
carry this program out. The question is: Who would it cost more? 

Mr. Draper. Well, I haven't admitted that it will cost more over 
a long period of time. I think we will save money through this pro- 
gram. 

Mr. Fauntroy. Who is the "we" that will save? 

Mr. Draper. The taxpayer. 

Mr. Fauntroy. Who will it cause more in the short term? 

Mr. Draper. In the short term, the reserves of the Eximbank 
will be diminished by that extra $40 million. 

Chairman Neal. So the answer is the same, the taxpayer. 

Mr. Fauntroy. Is it not the seller who pays the higher cost? 

Mr. Draper. No, the way it works is, the exporter ships abroad. 
When we have made a loan to his customer, and that loan is a 
piece of paper that says that customer will repay us over 10 years, 
let's say, with interest, and we, at that time, right around the 
table, pay the cash to the exporter. The exporter is therefore 
cashed out for his shipment of product. He ships the product. The 
buyer pays us by a note, in other words, and we pay cash to the 
exporter. And that's the way it is. Our money never leaves this 
country. 

Mr. Fauntroy. Thank you, Mr. Chairman. 

Chairman Neal. Thank you. I would like to thank this panel. 
Thank you, Mr. Draper, thank you, Mr. Cornell, very much for putr 
ting up with us. Thank you very much. 

At this time, I would like to ask Frank Nee, president of the Pri- 
vate Export Funding Corp., and Jack Pierce, treasurer of the 
Boeing Co., to come to the witness table. 

Chairman Neal. Mr. Nee. We would like for you to start. 

STATEMENT OF FRANK W. NEE, PRESIDENT, PRIVATE EXPORT 
FUNDING CORP., ACCOMPANIED BY JOHN A. DEUCHLER, EXEC- 
UTIVE VICE PRESIDENT 

Mr. Nee. Mr. Chairman, members of the committee, I have a 
short statement I would like to read, and I would be more than 
willing to answer questions. 

My name is Frank Nee. I am the president of Private Export 
Funding Corp., often called Pefco. With me today is John A. 
Deuchler, Pefco's executive vice president. 
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We appreciate the committee's invitation to testify on the admin- 
istration s legislative proposal for amending the Export-Import 
Bank Act. 

The scope of my testimony today will be limited to describing 
Pefco and the role it might play in helping U.S. exporters and Ex- 
imbank finance guaranteed export loans under the administra- 
tion's interest subsidy I-Match Program. 

Pefco's board of directors, while it has taken no position on the 
proposed legislation, passed the following resolution last Friday: 

In the event the statutory and/or budgetanr authority for direct 
lending of the Export-Import Bank of the United States is cur- 
tailed, with the result that the financing needs of the exporters of 
U.S. goods and services are not met, the Private Export Funding 
Corp., will support an Eximbank program in the form of the I- 
Match proposal and will be prepared, as it has in the past, to pur- 
chase Eximbank guaranteed export loans when the traditional 
sources of private capitcd are not available on competitive terms. 

Pefco was created in 1971 by 55 commercial banks, including vir- 
tually all of the banks that are factors in the financing of U.S. cap- 
it€d goods exports, and seven industrial corporations that are signif- 
icant exporters, including, for example, Boeing, General Electric, 
McDonnell Douglas, and United Technologies. A listing of share- 
owners is on page 17 of our 1984 annual report that, with your per- 
mission, I am submitting for the record. 

Mr. Nkb. The report also discussed Pefco's financial condition, its 
present programs and historical development. 

With support of Eximbank, Pefco's shareowners, none of which 
one more than 6 percent of the corporation's common stock, cre- 
ated Pefco with $14 million of seed capital to insure the availability 
of fixed rate financing for U.S. capital goods exports on terms 
beyond the maturity horizon of most commercial lenders. Pefco 
was to be strictly a financing vehicle, taking the funding that was 
associated with fixed rate lending but no credit risks. 

The risks surrounding the payment of interest and timely repay- 
ment of loan principal was to be assumed by Eximbank under its 
financial guarantee, to assure that Pefco could borrow at minimum 
interest spreads relative to U.S. Treasury securities, Eximbank 
made available to Pefco an unconditional guarantee of the export 
obligations purchased by Pepco. In turn, Pefco entered into a con- 
tract which runs to 1995, giving Eximbank the right to approve the 
terms of all guaranteed loans purchased by Pefco, giving Eximbank 
and U.S. Treasury the right to approve the timing and terms of 
Pefco's public and private long-term debt offerings and giving Ex- 
imbank the right to have two representatives at all of Pefco's board 
of directors meetings. 

Over the 14 years of Pefco's existing, the contractual quid pro 
quo with Eximbank has worked smoothly. Eximbank's and Treas- 
ury's oversignt of Pefco's financial management decisions has been 
efiective and efficient. 

During these years Pefco has committed to lend $4.3 billion to 
foreign borrowers who purchased U.S. capital goods. Virtually all 
of these export loans were made on a fixed rate basis and all were 
made on a supplemental basis. That is, Eximbank approved Pefco's 
participation in the financing, only when Eximbank s board of di- 
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rectors was able to make a finding that alternative sources of pri- 
vate capital were not available on a competitive basis. 

As a supplemental lender, we have booked only modest levels of 
business over the years, from a high of $1.5 billion in 1980 to a low 
of $17 million in 1982, with an average annual loan volume of 
about $270 million. 

Pefco funds its fixed rate export loan portfolio by borrowing in 
public financial markets to obtain the lowest possible cost of funds, 
which is passed through to foreign borrowers. Pefco sells long-term 
notes, fully secured by the export loans guaranteed by Eximbank. 
The loan collateral, which is assigned and held by trustee, includes 
at all times, scheduled maturities of principal sufficient to ensure 
that before the date on which payment of principal on each secured 
note is due, the trustee will have the cash from maturing export 
loans sufficient to pay the secured noteholder. 

For a fee, Eximbank guarantees the payment of interest on 
Pefco's secured notes. 

Since 1975, we have marketed $2.2 billion of these notes at an 
average interest spread over U.S. Treasury securities with similar 
maturities of about 45 basis points. This approximately the same 
spread enjoyed by U.S. Federal agencies, and is a lower cost of 
funds, except for bearer bonds sold in Europe by some highly rated 
U.S. issuers than virtually all nongovernment borrowers. 

Pefco's secured notes are rated AAA. According to our under- 
writers, we could issue five times our present outstandings of se- 
cured notes before our cost of funds might begin to increase. 

The proposed I-Match Program depends, in part, on Eximbank's 
ability to replace its direct lending programs with market financ- 
ing of guaranteed loans. 

Pefco's 14 years of experience and tested financial capability 
should permit it to participate in such financing at reasonable 
spreads over U.S. Treasury's. 

My colleague. Jack Deuchler and I would be happy to answer 
any questions posed by the subcommittee. 

[Mr. Nee's prepared statement on behalf of the Private Export 
Funding Corp. follows:] 
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Testimony of Frank W. Nee, President 

Private Export Funding Corporation 

Before the Subcommittee on International Finance, 

Trade and Monetary Affairs 



March 6, 1985 



My name is Frank Nee and I am the President of Private 
Export Funding Corporation, often called PEFCO. With 
roe today is John A. Deuchler, PEFCO 's Executive Vice 
President. We appreciate the Committee's invitation to 
testify on the Administration's legislative proposal 
for amending the Export-Import Bank Act. The scope of 
roy testimony today will be limited to describing PEFCO 
and the role it might play in helping U.S. exporters 
and Eximbank finance guaranteed export loans under the 
Administration's proposed interest subsidy I-Match 
Programs. PEFCO's Board of Directors, while it has 
taken no position on the proposed legislation, passed 
the following resolution last Friday: 



in the event the statutory and/or budgetary 
authority for direct lending by the 
Export-Import Bank of the United States is 
curtailed with the result that the financing 
needs of exporters of United States goods or 
services are not met. Private Export Funding 
Corporation will support an Eximbank program in 
the form of the "I-Match" proposal and will be 
prepared, as it has in the past, to purchase 
Eximbank guaranteed export loans when 
traditional sources of private capital are not 
available on competitive terms. 
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PEFCO was created in 1971 by 55 commercial banks, 
including virtually all of the banks that are factors 
in the financing of U.S. capital goods exports, and 7 
industrial corporations that are significant exporters, 
including, for example, Boeing, General Electric, 
McDonnell Douglas and United Technologies. A listing 
of shareowners is on page 17 of our 1984 Annual Report 
that, with your permission, I am submitting for the 
record. The report also discusses PEFCO' s financial 
condition, its present programs and its historical 
development. 

With the support of Eximbank, PEFCO' s shareowners, none 
of which may own more than 6% of the Corporation's 
common stock, created PEFCO, with $14 million of seed 
capital, to ensure the availability of private sector 
fixed rate financing for U.S. capital goods exports on 
terms beyond the maturity horizon of most commercial 
lenders. PEFCO was to be strictly a financing vehicle, 
taking the funding risks associated with fixed rate 
lending, but no credit risks. The risks surrounding 
the payment of interest and timely repayment of loan 
principal was to be assumed by Eximbank under its 
financial guarantee. 
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To assure that PEFCO could borrow at minimum interest 
spreads relative to U.S. Treasury securities, Eximbank 
made available to PEFCO an unconditional guarantee o£ 
the export obligations purchased by PEFCO. In turn, 
PEFCO entered into a contract, which runs to 1995, 
giving Eximbank the right to approve the terms of all 
guaranteed loans purchased by PEFCO, giving Eximbank 
and U.S. Treasury the right to approve the timing and 
terms o£ PEFCO 's public and private long-term debt 
offerings, and giving Eximbank the right to have two 
representatives at all of PEFCO* s Board of Directors' 
meetings. 

Over the 14 years of PEFCO's existence this contractual 
"quid pro quo" with Eximbank has worked smoothly. 
Eximbank 's (and the Treasury's) oversight of PEFCO's 
financial management decisions has been effective and 
efficient. During these years, PEFCO has committed to 
lend $4.3 billion to foreign borrowers who purchased 
U.S. capital goods. Virtually all of these export 
loans were made on a fixed rate basis, and all were 
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made on a supplemental basis, — that is, Eximbank 
approved PEFCO's participation in a financing only when 
Eximbank 's Board of Directors was able to make a 
finding that alternative sources of private capital 
were not available on a competitive basis. As a 
supplemental lender we have booked only modest levels 
of business over the years (from a high of $1*5 billion 
in 1980, to a low of $17 million in 1982, with an average 
annual loan volume of about $270 million) • 

PEFCO funds its fixed rate export loan portfolio by 
borrowing in public financial markets. To obtain the 
lowest possible cost of funds (which is passed through 
to foreign borrowers) , PEFCO sells long-term notes 
fully secured by the export loans guaranteed by 
Eximbank. The loan collateral, which is assigned to 
and held by a trustee, includes at all times, scheduled 
maturities of principal sufficient to ensure that 
before the date on which payment of principal on each 
secured note is due, the trustee will have cash from 
maturing export loans sufficient to repay the secured 
noteholder. For a fee, Eximbank directly guarantees 
the payment of interest on PEFCO's secured notes. 
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Since 1975, we have marketed $2.2 billion of these 
notes at an average interest spread over U.S. Treasury 
securities with similar maturities of about 45 basis 
points (45/100 of 1%) . This is approximately the same 
spread enjoyed by the U.S. Federal Agencies and is a 
lower cost of funds, except for bearer bonds sold in 
Europe by some highly rated U.S. issuers, than 
virtually any other non-government borrower. PEPCO's 
secured notes are rated AAA. According to our 
underwriters, we could issue five times our present 
outstandings of secured notes before our cost of funds 
might begin to increase. 

The proposed I-Natch Program depends, in part, on 
Eximbank's ability to replace its direct lending 
programs with market financing of its guaranteed loans. 
PEFCO's fourteen years of experience and tested 
financing capability should permit it to participate in 
such financing at reasonable spreads over U.S. Treasury 
securities. 

My colleague and I would be happy to answer any 
questions posed by members of the Committee. If we 
don't know the answers, we will say so, and get back to 
the Committee's staff as quickly as possible. 
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Chairman Neal. Thank you, sir, very much. 
Mr. Pierce. 

STATEMENT OF J.B.L. PIERCE, TREASURER, THE BOEING CO., ON 
BEHALF OF THE COALITION FOR EMPLOYMENT THROUGH EX- 
PORTS 

Mr. Pierce. On behalf of the Coalition for Employment Through 
Exports, I would like to submit the formal statement for the 
record. 

Chairman Neal. Without objection, so ordered. 

Mr. Pierce. Thank you for the opportunity to testify on behalf of 
CEE, its 55 business organizations and 14 unions. Behind them is a 
host of supplier networks across this country, that spell jobs, and 
exports. It's our way to combat the growing trade deficit of the 
United States. CEE strongly urges that the Eximbank direct lend- 
ing program be preserved. It is the most efficient and least costly 
way for Eximbank to meet its statutory obligations to provide com- 
petitive export financing, as they were charged to do by Congress 
in the renewal of the Bank's charter a year and a half ago. 

The interest rate subsidy scheme is expensive and cumbersome, 
and there are many unresolved technical points that exist already. 
It needs substantial work. Until an efficient I-Match Program does 
exist, there is a definite need for Eximbank's Direct Credit Pro- 
gram to remain in place. 

The three main concerns to CEE are that this will be a more 
costly program; there are many issues unresolved; and it will be 
less competitive. Last month, at the request of Senator Domenici, a 
survey was conducted of the financial community of both invest- 
ment and commercial banking houses, to gain their viewpK>ints. 
The results of the survey itself are the basis for most of my re- 
marks. 

The key questions which must be answered correctly before I- 
Match is feasible are several. Are there sufficient funding sources 
available from the private capital markets to support an effective I- 
Match Program? 

Will the Eximbank I-Match subsidy budget be adequate? 

Will I-Match be able to support exports effectively? 

How will the predatory mixed credit competition problem be 
handled? What impact does I-Match have on the current and 
future international negotiations going on at the present time? 

I would like to refer you to exhibit 2 in the testimony we submit- 
ted that refers to the knowledge we have gained since the an- 
nouncement of I-Match as to what I would call some growing recal- 
citrance by the European negotiators in relation to the common 
line agreement. As you know, this relates to commercial transport. 
There were several features which U.S. Treasury tried to work 
with, namely, to widen the margin between U.S. Government costs 
of securities and the pegging on top of what would be charged to 
the customer abroad. 

Now we understand that the pressure has been to close that 
margin, to squeeze it even lower. That means the aircraft sector 
will have to use the I-Match Subsidy Program. 
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I might add that when I-Match was initially announced by the 
Eximbanky they stated that direct credit was no longer necessary 
because of agreements outstanding. It was simply not true. It is 
even less true today as a result of negotiations last week. We go 
back to the table again next week and let us hope we get some- 
where with the Europeans to open up that margin. 

It is not true, incidentally, of the nuclear power industry. They 
have a major program possibly hanging out there with the Peopled 
Republic of China. 

The Europeans have also rejected what is called deferred pricing. 
Deferred pricing, as Mr. Nee is aware of, would be one mechanism 
that would handle the massive drawn-down schedules that take 
place in long-term capitcd goods financing. There are more notes on 
it later. 

I-Match, by definition, however, is more costly. That's all. Private 
money costs more than public money. It cannot be arRued, as ex- 
hibit 8 shows. Hence, If we are going to even look at I-Match, we 
must ask: Is I-Match structured in such a way that it would at 
least minimize — or optimize — costs across a wide array of the cap- 
ital spectrum to keep the incremented costs to a minimum? 

Based on the survey we conducted, the response shows I-Match is 
inadequate. First, the commercial banks were unenthusiatic towanl 
being participants in this program. Their cost basis is on a floating 
rate structure. Certainly, some can quote on a fixed rate, for exam- 
ple, the more sophisticated money center banks. But, in close ex- 
amination, it is clear that that short to medium and long term type 
fixed rate quoting is tenuous indeed and depends on the vagaries of 
the marketplace from time to time. It is not expected that I-Match 
will attract banks on a constant, reliable basis. 

It is the constancy and the reliability of funding into this pro- 
gram that counts. If they do quote a fixed rate, it is going to be 
expensive, and the longer the term, the more expensive it becomes 
because of the hedging operation and the risks that are involved. 

R^onal banks, for the most part, are just not going to be there, 
and foreign banks are out because they do not quote off U.S. Gov- 
ernment costs, security basis. They are on the London Interbank 
offering rates. 

Mr. Nee has brought up that the long-term capital markets can 
get into the fixed rate programs, and th^ can quote on them. How- 
ever, they have problems. For the institutions in the long-term cap- 
ital markets, the first is the assignability problem. Liquidity is an 
essential characteristic required by the investors, and the Exim ob- 
ligaticms, because of transferability restrictions, lack that liquidity. 

Only a limited market without transferability will be the result. 
That is going to mean more expensive pricing structures and 
hifl^r interest rates. 

The second problem is the extended drawdown and commitment 
period. In the long-term capital market they tap at a certain fixed 
point. However, the long-term capital goods exporters have a vari- 
able series of drawdown schedules. 

That means, as the fiinds are tapped in one single shot, they 
must be held before they are drawn down for use by the export 
buyer. That means warehousing costs. So there are additional costs 
of this program as welL 



Digitized by 



Google 



54 

The simplicity of the Exim program itself is apparent. It permits 
a series of flexible drawdown programs, all kinds of bidding and 
documentation programs. I won t go into detail. 

What are we going to do with the smaller export packages as 
they are developed at Exim, when they go out to the marketplace? 
The street won t take anything less than $10 million. Obviously, 
they will want something more than $100 million. There has to be 
deferral t3rpe mechanisms until they are batched and set up. And 
that adds to the costs. 

The public issues market is perhaps the best way to minimize 
the costs if we're looking at I-Match. But there are even more 
stringent requirements in the public market. They need an abso- 
lute unfettered ability to transfer the Exim guarantee. The street 
will not tolerate extra paperwork. The SEC imposes strict regula- 
tions on the documentation and disclosure and investment format. 
However, even if we had the public issue, it would still be more ex- 
pensive than Exim's direct credit, considerably more expensive. 

That brings us to Pefco, which has now become something of a 
safety net of this proposal. First, I want to say we deal with Pefco. 
We have a great deal of respect for them. Some of the CEE mem- 
bership are shareholders of Pefco, such as the Boeing Co. We want 
to be helpful to Pefco and we want to continue to work with Pefco. 

But we have to look at Pefco as though all are involved in this 
entire question before us. What's their motivation? What is their 
agenda? It is like looking through a prism at Pefco. What does it 
all spell out? 

Depending on who is looking through, you can begin to see differ- 
ent agendas emerging that raise substantial questions. I will cover 
the exporters' concerns later. Exim has a motivation. It needs a 
mechanism to meet Congress mandate, if there were no direct 
credit program. 

0MB has its own agenda. In fact, if he had his wav, David Stock- 
man would waste the Export-Import Bank. He said so on several 
occasions and made no bones about it. I don't think he is trying to 
strengthen Exim. 

This is a compromise manuever. This is what, with all due credit 
to Mr. Draper, within the administration, I think is the beet he 
could come up with at this point in time. This was not some inno- 
vative device that suddenly came out of nowhere, standing on its 
own merits. This was a way to try to keep something in the inter- 
national arena on a competitive basis. 

The U.S. Treasury has a series of motivations. There are more 
than one. First, we have the debt management group and you have 
the International Section, for example, Mr. Cornell, who is obvious- 
ly trying to negotiate with the Europeans, or other OECD partners. 

Pefco has its own agenda, as it properly should. It sees an opma[- 
tunity perhaps to serve in a proposal we do not agree with in C^IE, 
and increase its own agenda as well. 

Our greatest concern is with foreign customers. How are they 
going to perceive Pefco? And is there anything yet to be resolved 
on the technical side of the house that we may yet be concerned 
about? Is this going to be iust as efficient, just as effective, as far as 
the customer proceedings? And how do our foreign competitors per- 
ceive it? 
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Well, we have gotten an indication already this week. The 
French can read the newspapers, too. Congress and the GAO have 
had a series of interfaces with Pefco and, of course, it's stated that 
we are concerned with capitcd markets, the taxpayers and the com- 
petitors of Pefco as well. 

I don't want to concentrate so much on Pefco but I want to tell 
you about the concerns we have about this organization — not for 
the fine work it's done in the past but the dependency which Pefco 
has upon the Exim itself. There are very few things Pefco can do 
without the prior consent by Exim. It is a creature almost of Exim. 
It's symbiotic in its relationship. 

We have to observe that Exim's policies seem to be toward a dim- 
inution or deterioration of competitiveness. Pefco cannot play any 
role there to assist us in representing the export community. It is 
the competitive deterioration which we are most concerned about, 
the ability to meet foreign competition, especially in the face of the 
high dollar exchange rates already plaguing U.S. exporters. 

We need the direct credit flexibility with Exim. In the interna- 
tional negotiations, as I have mentioned, they are already tighten- 
ing up and we have already lost some of our retaliatory tools in 
this proposal. For example, section 1912 what will become of au- 
thority or the mixed credits programs. There's no provision here 
for mixed credits. 

The exclusivity of Pefco concerns us. It's the only Rame in town. 
This brings me to the key point about Pefco. Pefco s role will in 
fact change because they must now become involved in head to 
head competition. Heretofore, certainly in the aircraft sector, they 
have never been involved in head to head competition. We have 
used Pefco in certain export financing situations where, in fact, we 
have not had to face Airbus competition. 

What difference can that make? 

In the first place, there is a prepayment penalty with Pefco. Our 
customers in a noncompetitive situation have participated with 
Pefco in transactions and have been willing to accept the prepay- 
ment penalty clause but we don't think Airbus is going to put on 
the table an offer with a prepayment penalty. And that's going to 
be one of the truly negative competitive situations we will face. 

Even more important is the fact that once Pefco has accepted a 
commitment, they cannot cancel that commitment. They have com- 
mitted for the funds. Who is going to relieve them of that responsi- 
bilitv? We hear very broad explanations of all the value of I-Match. 
We have yet to see the specifics. When we have seen the specifics, 
there are specific questions raised by the street. We have yet to see 
answers to all of them. 

And the foreign competitors are going to point out the weakness- 
es, I can assure you. If there's any kind of a hitch with a foreign 
airline customer in a head to head competition, for example, with 
Airbus, if something arises, a little condition, a precedent, a subse- 
quent little adjustment. Airbus is going to point it out to our detri- 
ment. 

There are other issues as well. We are going to have difliculty in 
forecasting the I-Match resource limit. When asked to approve the 
$136 million subsidy fund, four variables, are actually involved. 
What is going to be the level of the interest rates in the market- 
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place? What is the length of the loan commitment? The longer 
term the commitment, the more use of the subsidy fund so long- 
term capitcd goods may in fact be biased out of this business. 

The forecasts of loan demand by category countries is a third 
Category three countries, the so-called Tliird World, tend to need 
more subsidy. And then there is the rate of discount which is used 
to compute present values. 

How can we put an arbitrary limit on a program that has four 
fundamentcd variables to it? We are also concerned about the sub- 
sidy program costs. It is more expensive. There is no way in the 
world to say private capitcd is equal in cost to public capital. 

Administrative issues are yet another concern. How will Con- 
gress automatically authorize additional budget? Will Exim be 
forced to deny credit requests? Will Exim tend to allocate credit to 
various sectors where they use less of the subsidy elements? And if 
Exim depletes its reserves, which are already in jeopardy, will Con- 
gress appropriate more funds? 

This is the punchline: I-Match is more costly. It runs down the 
reserves of the Bank. The reserves are already weakened. If we 
read the Comptroller (General's report, it may be underwater al- 
ready from delinquent lo€uis, that should have been written off. I- 
Match is not a buydown, it is a breakdown. It is a program that 
will weaken the Exim even further. 

In 1985, the opening bugle has sounded to eliminate the Export- 
Import Bank. I would not characterize I-Match as any kind of an 
innovative program which is going to strengthen the Ebcport-Import 
Bank. Instead it is exactly the contrary. Direct credits should be re- 
tained at Eximbank. 

Thank you very much. 

[The prepared statement of Mr. Pierce on behalf of the Coalition 
for Employment Through Exports [CEE] follows:] 
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Thank you, Mr. Chairman, for the opportunity to testify on behalf of the 
Coaltion for Employment Through Exports (CEE) regarding the 
Administration's proposed changes to existing Exim programs. CEE 

consists of fifty-five business organizations, fourteen unions, twelve 
governors. CEE strongly urges that Eximbank's direct lending program 
be preserved. It is the most efficient and least costly way for Eximbank 
to meet its statutory obligation to provide competitive export credit 
programs. Without an adequate direct lending program, Eximbank cannot 
satisfy the statutory requirement which has been overwhelmingly demanded 
by the Congress in the Bank's Charter revisions enacted a little over one 
year ago. 

The interest rate subsidy scheme proposed in the President's budget for 
FY 86 is not likely to be an adequate substitute for the direct lending 
program. We believe it will be expensive and cumbersome to administer. 
Since the development of the interest subsidy scheme is at a relatively 
early stage, it is difficult to assess exactly how it would impact U.S. 
competitiveness. Many unresolved technical points exist presently. The 
1-Match Program needs further substantial work. 1-Match cannot be 
characterized as ready for implementation due to such unresolved 
problems. Until an efficient 1-Match Program does exist, there is a 
definite need for an Exim direct-credit program to remain in place. 

All of my remarks address CEE's three main concerns: that the new 
program will be more costly, that many issues remain unresolved; that it 
will be less competitive. 

Last month, at the request of Senator Domenici, a survey was conducted 
with the financial community - both commercial and investment banking 
houses - to gain their viewpoints (see Exhibit 1). The results of the 
survey provide the basis for most of my remarks. 

Key questions must be answered correctly before 1-Match is feasible. 
Precise details need to be established before altering the basic EXIM 
direct-credit program. 

1. Are there sufficient funding sources available from the private 
capital markets to support an effective I-Match Program? 

2. Will Exim 1-Match subsidy budget be adequate? 

3. Will 1-Match be able to support export demand effectively? 

C. How will the predatory mixed credit competition problem be 
handled under the inteest rate subsidy program? 

5. What impact does I-Match have on the current/future 
international negotiations to reduce or eliminate export- 
financing subsidies (Exhibit 2)? 

The 1-Match, by definition, is a more costly program than EXIM direct- 
credit. Private capital costs more than public capital. No one questions 
this (Exhibits 3 & ^). 



Digitized by 



Google 



59 



Exhibit 2 



EXAMPLE - UNRESOLVED STATUS OF COnWONLiNE AGREEMENT 
About 10 days ago the U.S. nigotiators met with their OECD 

COUNTERPARTS REGARDING THE COMMONL I NE AGREEMENT FOR AIRCRAFT. OnE 
OF THE OBJECTIVES HAS TO REACH A NEW AGREEMENT ON INTEREST RATES 
FOR FINANCING OF LARGE COMMERCIAL JETS. It WAS OUR HOPE THAT U.S. 
NEGOTIATORS WOULD RETURN WITH A PROPOSAL THAT INCLUDED RATES HIGH 
ENOUGH THAT NEITHER EXIM CREDITS - NOR THE PROPOSED EXIM I-HaTCH 

program - would be needed. 

They didn't. 

Even worse, as best we understand, negotiations are now centered 
ON interest rates that give ONLY 2/5rds of the margin needed. 
In fact, there has been a big step backwards from where we 
thought we were just two weeks ago. If Mr. Cornell and his 
colleagues settle on these rates. we will not be able to be 

COMPETITIVE USING COMMERCIAL FINANCING ALONE. 1n FACT. WE WOULD 
BE JUST MARGINALLY COMPETITIVE WITH THE USE OF EXIM DIRECT 
CREDIT. 

The NEGOTIATORS 60 BACK TO THE TABLE NEXT WEEK. If THEY HAVE ANY 
CHANCE FOR SUCCESS THEY MUST HAVE THE BACKING OF CONGRESS SO THAT 
FOREIGN NEGOTIATORS KNOW THAT WE HAVE THE POLITICAL WILL TO MEET 
AND TO MATCH ALL FOREIGN COMPETITIVE OFFERS UNTIL WE ARE ABLE TO 
REACH AN INTERNATIONAL SETTLEMENT THAT REALLY DOES ELIMINATE THE 
NEED FOR EXIM DIRECT CREDIT. 



Exhibit 3 
Interest Rates 




" " Interest rates paid on EximbanK borrowings from FFB 

Mill OECD minimum rales tor long-term loans to intermediate countries 

^^» Eximbank interest rates tor long-term loans to intermediate countries 



Source: Eximbank Annual Report, 1983 
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Hence, to reduce the costs of 1-Match, there is a basic assumption that 
the program must recruit competitive-bids from a wide array of capital- 
market sectors. However, the response of various sectors of the capital 
markets have not been encouraging. 

Commercial banks surveyed have a fundamental problem with the I-Match 
Program. Banks quote on floating-rate basis. Quoting on a fixed-rate 
basis does not conform to bank method of pricing. Banks usually "buy" 
the use of money on a floating-rate basis... and they "sell" the use of 
money on a floating basis. Hence, banks must "match" fluctuating funds 
with a "spread" between bank costs and bank revenue. More sophisticated 
money-center banks may quote on a fixed-rate for short/medium term. But 
bank fixed-rate lending is tenuous. Availability changes from time to 
time. It is not expected that 1-Match will attract bank fixed-rate quotes 
on a constant, reliable basis. 

For Banks, fixed interest-rate loans (when/if possible) are expensive to 
handle. The longer the term - the more expensive the hedging operation - 
and the more difficult to achieve a reasonable return. Regional - and 
smaller - U.S. banks are, essentially, non-participants. Foreign banks 
cannot be active bidders either. Foreign banks quote off the LIBOR 
costing base (euro-$ London Interbank Offer Rate) - on a floating basis. 
Their cost-base varies from USG security-price movements - or U.S. 
money-market movements. 

The long term capital markets can respond to fixed-interest rate quotes. 
However, these markets, also, have problems with 1-Match - as currently 
designed. Liquidity is an essential characterisitic required by investors. 
The 1-Match EXIM obligations lack ready transferability. The institutional 
investor needs to purchase and to sell such I-Match obligations - without 
delay. 1-Match guaranteed obligations lack liquidity comparable to other 
government guaranteed obligations. Only a limited market will exist 
without transferability in the I-Match Program. Also, a more expensive 
pricing structure - higher interest rates - will reflect this "illiquid" 
feature. 

Extended drawdown/commitment periods pose numberous problems. The 
long-term capital markets tap funds at a fixed point in time for the full 
amount of the project. 

However, in the case of long-term capital goods exports like nuclear 
power - or aircraft - or C & C - the funds mobilized at the time of issue 
of the I-Match security may not be fully drawn-down by the borrower. 
This is due to a variable - and extended - drawdown period of big- 
ticket, long-term capital goods exports projects (see Exhibit 5). Funds 
borrowed at fixed-rate but not used immediately create added costs. These 
are deferral or warehousing costs. 

With EXIM direct credit operations - no problem exists. EXIM credit 
operations permit a series of draw-downs to match the advance payment 
schedules, including cost escalation. This is a key reason to maintain an 
EXIM direct credit. EXIM has flexibility in making multiple- 
disbursements and it works efficiently. Bidding and documentation 

could be another problem requiring solution. The procedures for bidding 
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Exhibit 4 
Market Rates Will Always Be Higher 
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Exhibit 5 

Long-Term Capital Goods Drawdown and 
Repayment— A Complex and Risky Commitment 
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and documentation must be resolved with I-Match. Without an efficient 
system, further costs will be added. Package sizing/batching could 
affect the cost and participation. Another problem is how to "package" 
the various export deals in the most efficient manner? There are many 
transactions. The financial size of a package makes a difference in the 
pricing. Any export package less than $ 10 million will not be receptive 

and a series of smaller packages of say, less than $ 100 million 

creates additional costs. So far a "batching" system has not been 
worked-out . 

These problems apply Xo both the private placement market - and the 
public issues market. But, the public issues market also has even more 
stringent requirements. The public investment market must have an 
absolutely unfetterred ability to transfer the EXIM guaranty. This is a 
fundamental requirement of the market and extra paperwork and/or 
approvals will not be tolerated. Also, the SEC imposes strict regulations 
on documentation, disclosure, investment format, etc. This aspect 

requires detailed study before execution of I-Match and abandonment of 
EXIM's direct-credit program. The obstacles in the public market are 
magnified by the enormous size of the market and the consequent 
intolerance for investment which contain special restrictions or other 
unusual features. However, even with the best designed public issue - 
1-Match is more expensive than the EXIM direct credit program (Exhibits 
6 & 7). 

This brings us to PEFCO - which seems to be the "safety-net" of EXIM's 
1-Match Program. PEFCO may be viewed as EXIM's replacement for EXIM 
direct-credit. 

The choice of a one single entity, such as PEFCO, to provide export 
financing assistance must be examined carefully and, as if each 
concerned party were viewing 1-Match and PEFCO through their own 
prism. Each will have a different viewpoint (and agenda) of its 

implementation. For example, exporter, foreign customer, and our foreign 
competition will be looking for ways to understand the 1-Match - and 
benefit from it. Eximbank, the U.S. Treasury and OMB may have 

different motivations toward I-Match. Some perhaps more accommodating 
than others. Many others will be influenced - and concerned - by 1- 
Match via PEFCO - e.g., Congress, taxpayers, capital markets and 
potential competitors to PEFCO (Exhibit 8). 

PEFCO is dependent upon EXIM. PEFCO' s very existence depends on its 
conforming to EXIM policy/practices. Exporters are also concerned - and 
perhaps examine PEFCO somewhat in the light of recent criticism 
concerning EXIM's ability to meet foreign competition (with direct-credit). 
Various trade associations have conducted "competitiveness studies" of 
EXIM with negative conclusions. Will PEFCO add more complications - or 
(unwittingly) cause further competitive deterioration? The abandonment of 
EXIM direct credit - and shift to PEFCO - creates anxiety with exporters 
that even more deterioration in U.S. exporters' competitive position will 
occur. PEFCO* s method of operation is not the same as EXIM direct credit 
flexibility. Our customers, as well, may become concerned. 
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Exhibit 6 
-Match Costs More Than Eximbank Direct Credit 

Interest Rate Differentials From Official Export Credit Rates 
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Also, PEFCO's ability lo be an effective instrument for U.S. Treasury's 
attempts to negotiate a favorable international agreements - like the OECD 
Arrangement - or the Commonline. . .has near and long-term implications. 
Recently, it seems the Europeans are tightening up their negotiating 
stance. They may be watching for signs that EXIM will be weaker - and 
U.S. Treasury officials will have no retaliatory tools to influence 
export-financing agreements. The Europeans are aware of the cost-squeeze 
created when they elect not to cooperate in areas of negotiations like - 
deferred-pricing - and adequate "margin spread". The U. S^ fixed-rate 
capital markets incur added costs not of concern under European 
practices. 

PEFCO will be called upon to play a much bigger game perhaps. 
Certainly, right now, based on survey data it is clear that there is "no 
other game in town". Exporters are concerned about putting all of their 
eggs in one PEFCO basket. Right now - PEFCO's exclusivity - and 
unique position - with EXIM makes it somewhat beholden lo EXIM policy. 
There is no meaningful competition appearing on the scene yet - and the 
indication is that there may not be. 

Problems may arise as a direct result of PEFCO presence instead of EXIM 
direct credit - in a hotly contested. . .head-to-head competition. 
Competitive sales campaigns swing back & forth. For example, aircraft 
equipment packages change in mix and type(s) before the "winner" is 
decided. The airline customer scrutinizes to the N-th degree the 
comparative export-financing terms. Terms/Conditions extended can make 
or break a sale in today's markets. The lack of flexibility by the 
financing method could complicate buyers' decisions, e.g., cancellation of 
commitment. What happens if a commitment is made - then, PEFCO taps 
the funding sources (to support EXlM's commitment) - but, then the 
airline customer backs-off. This happened during the 1980-1983 world 
recession and airlines were constantly reassessing their fleet 
requirements. 

If those are prepayments and penalties, who will pay. PEFCO charges 
prepayment penalties. For non-competitive situations this may be 
acceptable. But a key kick-off campaign is different. The customer will 
compare closely the terms & conditions of U.S. versus foreign offers. Who 
absorbs the potential cost if the customer does not accept? If EXIM 
proposes to use 1-Match as a substitute - and claims it is "equivalent" - 
then, it is EXIM which should bear these added costs. The EXIM direct 
credit program must be retained to meet head-to-head competitive cases. 
Our foreign competitors will point out weaknesses, to their benefit. 
Based on past experience, any alteration to the standard EXIM direct 
credit program, as viewed from the eyes of the foreign customer will be 
pointed out by our foreign competitors. 

We believe there will be great difficulty in forecasting appropriate 1- 
Match resource limit. When asked to approve the value of a subsidy 
fund, four variables will affect how much will be necessary: 
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(1) The level of interest rates. 

(2) The length of the loan commitments. 

(3) The forecast of loan demand by Category countries. 

(I) The rate of discount used to compute the present value of the 
subsidy. 

An arbitrary limit placed upon the subsidy fund - but subject to four 
fundamental variables - as above - creates a highly inflexible "cap" 
under forecasting assumptions which may change. A "buy-down" subsidy 
program could cost Exim some of its resources. 1-Match, by definition, 
is more expensive thah EXlM's own borrowing costs. EXIM can ill-afford 
additional, and unnecessary, costs (Exhibit 9)« Private lenders must 
add profit margin and other costs. A real concern must be expressed 
about what will happen if the subsidy budget proves to be inadequate. 

Will Congress automatically authorize additional budget? Will EXIM be 
forced to deny credit requests? Will EXIM tend to allocate credit to 
exports which require less subsidy element because of project size, loan, 
term or country classification? If EXIM depletes its reserves - already 
in jeopardy - will Congress appropriate more funds (Exhibits 10 & 11)? 
Will Congress continue to support an export-financing operation that is 
more costly than the current EXIM direct credit program? 

» 

A case in point is the impact on international negoations going on in 
the aircraft sector. What kind of "signales" is this 1-Match Program 
bending to European negotiators? How does it affect the U.S. Treasury 
negotiation team? Commonline negotiations have been going on for over 
three years - with no agreement. The "Home Country Issue" has not been 
resolved. The $136 million assumes Home Country will not require EXIM 
financing. 

Our objective has been to reach market-rate/market-term conditions. 

We are running the severe threat of discouraging - not encouraging - the 
successful conclusion of a Commonline Agreement if EXIM direct credit 
program is not maintained to meet foreign competition until satisfactory 
agreement is reached. 

There is a continuing need for EXlM's direct credit program. 



THE END 
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Exhibit 8 
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Exhibit 9 
Net Operating Results of Eximbank 
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Exhibit 10 
Eximbanic Reserves Are Inadequate 
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Chairman Neal. Thank you, Mr. Pierce. Thank you, Mr. Nee. I 
am sorry more Members are not here to hear your testimony. It is 
another one of those da3rs. They are not too unt}rpical around here, 
but we can't help it. 

As you probably know, we will be hearing some other witnesses 
tomorrow. Some of them will be making some of the same state- 
ments that you made today. I think, myself, the President has been 
so successful in getting precisely what he has wanted from Con- 
gress over the last 4 years that I certainly wouldn't bet a whole lot 
of money that he wouldn't be able to get this proposal also. 

Mr. Pierce, vou pointed out some of what you clmracterize as 
technical problems with the proposed I-Match Program. It would 
seem to me that it might be useful for all of us, especially you that 
are out there in the neld competing in the real world, to possibly 
come up with some suggestions that might modify the I-Match Pro- 
gram so that it could overcome what you characterize as technical 
difficulties, and let us take a look at those. 

We want to throw those into the mix also. We will have some 
more time on this issue. We have another day's hearings that are 
scheduled for tomorrow, and we mav have more he£uings also. We 
haven't planned any at this point, but if there is a need, we wiU 
certainly do it. 

Mr. McCoUum. 

Mr. McCoLLUM. I would like to ask Mr. Nee a couple of ques- 
tions. The amount of loans there that have been given to Pefco in 
the last couple of years have not been quite that Mgh. Do you have 
enough to do the job if we were to pass this right away? Is this 
something you have got the capability of staffing and so on, techni- 
cally? 

Mr. Nee. I think so. I don't have any reservations about that 
ability. We onlv have a staff of 18 as it is now, so gearing up may 
be to add 1 or 2 people to that staff. 

As far as the credit markets are concerned our managing under- 
writers — Salomon Bros., Merrill Lynch, and Hill & R^d — see no 
reason why we can't finance $1.8 billion were it all to go to Pefco 
in this next year in those credit markets with these same spreads 
we are accustomed to pa^g, although those spreads have aver- 
aged possibly 45 basis pomts over U.S. Treasuries. They are now 
today somewhere between 30 and 35, perhaps as high as 40, de- 
pending on maturity — 5 years or 10 years — and have been as low 
as 10 basis points and as high as 18. So that is the real add-on cost 
that the market demands that the U.S. Treasury doesn't pay. 

Our borrowing cost, as my testimony indicates, approximate 
what U.S. agencies pay over the 8 years we have been borrowing in 
financial markets. I see no reason why that would change and I see 
no reason why we couldn't handle the $1.8 billion. Underwriters 
tell us that we could handle five times the $1.5 billion of debt that 
we now have outstanding. 

Mr. McCoLLUM. There is a procedure that vou sometimes use 
called deferred pricing. Could you explain how that works? 

Mr. Nee. There are two principal ways that we quote rates to po- 
tential foreign borrowers. One, we call immediate pricing which 
will establish a rate today based on today's market and hold that 
rate for up to 45 days. Involved in that are many, many risks and 
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the rates that we quote when we are quoting an immediate price 
and then holding it 45 days are higher than they would be iT we 
could get inmiediate acceptance. 

Deferred pricing centers on the concept of inmiediate acceptance. 
We will enter into a loan agreement with a borrower pendmg the 
establishment of a fixed rate at some future time. We would look 
at the market. The borrower would have an opportunity to choose 
that future time — let's say, any time over the next 3 vears for all 
practical purposes — and tell Pefco to set the rate on the loan that 
we have committed to make on a fixed-rate basis. 

We can then set the rate on the asset and go immediately into 
financial markets and borrow the money. There isn't any 45-day 
period of time when interest rates can rise or fall. It's something 
we have to build into our ratesetting. 

There may still be some of what Jack Pierce has called ware- 
housing costs, that is, bujring money toda^, warehousing it until 
disbursements take place. But all things bemg equal, deferred pric- 
ing has less warehousing because vou're setting the rate much 
later, sometimes as much as 3 years later in the process. So if there 
are still disbursements to be made there would still be some ware- 
housing costs. 

And on a positive yield curve, that is, a yield curve where short- 
term interest rates are lower than longer term interest rates, if 
you borrow the money today and reinvest those funds, when you 
expect to disburse them you are going to have a negative carry. 
You are going to have losses on that reinvestment until you have 
disbursed the funds into the loan. 

And, again, to get interest at the loan rate, it is that n^ative 
carry that has to be what we call the warehousing cost that has to 
be factored in with deferred pricing. Ever3rthing else being equal, 
deferred pricing carries a much less amount of warehousing. In 
fact, it may carry virtually none. If the rate is set funds are bor- 
rowed and disbursed, let's say, within a few weeks. 

Mr. McCk)LLUM. Mr. Pierce, would there be more use of the de- 
ferred pricing if we went to I-Match? 

Mr. Fierce. You have touched on a kev point, Mr. McCoUum, 
and it touches a little bit on the chairman s remarks as well about 
trying to work with each other. 

If we had this program, how could we improve this program? 
How could we reduce the costs? 

The key, of course, would be when we get to market rates, both 
ourselves and foreign competitors. It's presented in negotiations in 
this one sector. It's a good example, I think, of the kind of costs we 
would run into in other sectors. Will they be willing to accept the 
deferred pricing scheme? The price would not be set until the 
m€gor disbursement took place, which is usually after they look at 
the aircraft choices and reach a decision. 

In the negotiations last week that subject didn't even come on 
the table. Before, they had been discussing it but they were so far 
apart. The longer the period is open in deferred pricing, the greater 
the risk. Our understanding is that the issue is off the table now. 

They're aware of the I-Match Program. The Europeans have, in 
fact, visited with Pefco to understand how that system works. We 
have no objection at all if we could find some way to have a Pefco 
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based both in New York and London. And it's technically feasible. 
There would be some problems working it out, but then we would 
have a common draw for funds for common export financing and 
we would love ballpla3dng on a level field. 

Warehousing costs become significant under long-term capital 
goods, industrial sectors, particularly nuclear powerplants, where 
you have this very, very extended drawdown period. 

I have said if there is ever an I-Match Program, that is one good 
reason to preserve Exim direct credit if for no other reason than it 
uses a revolving fund to help along the front end until the final 
take. I would use that as the banking operation. 

But we can see already as far as the foreign competition is con- 
cerned, they say, it is your problem. It is not a problem they have 
in their markets. We all need to get back to market rate and 
market terms. So there is no subsidy. 

On this point about the subsidies and the beneficiaries of subsi- 
dies, at no time has it ever been a secret as to how the loans on the 
Eximbank have been used. An3rtime, Congress could have known 
the allocation to suppliers and asked them how much was involved 
of the total amount of funds their buyers were beneficiaries of. 

Mr. McCoLLUM. I think all of us who have been on the coniniit- 
tee — Chairman Neal particularly and the others — know that this is 
a way of life. The French and the others have simply been under- 
writing the costs of their businesses in ways that don't make any 
sense. We have been tr3ring for years to get them to quit or to mod- 
erate with limited success. That is why I have been a supporter of 
the Exim program. I appreciate your comments. 

I 3deld back. 

Chairman Neal. Thank you. 

I just have one other problem with this question of transferabil- 
ity of the Exim guarantee. If I understand correctly, now if the 
Bank were to sell one of your loans, the Bank can't keep the guar- 
antee. 

Mr. Nee. 

Mr. Nee. Let me start by sajdng that part of the quid pro quo 
that I mentioned in my testimony was that Pefco would have the 
guarantee of Eximbank and it could assign that guarantee to a 
trustee against the issuance of notes that would trade fireely in fi- 
nancial markets. 

The problem, I guess, is to find a mechanism for other members 
that works as well and I am not certain that that doesn't go con- 
trary to Treasury policy. I just don't know. 

I do know that Treasury policy, generally speaking, would limit 
the transferability of a promissory note on a financing of a U.S. 
export that had the guarantee of Eximbank on it. 

Chairman Neal. Wouldn't that, in and of itself, make these in- 
struments very illiquid? 

Mr. Nee. Yes, they are very illiquid. 

Chairman Neal. And at the very least, that would probably 
mean that they would need to carry some kind of premium in 
price. 

Mr. Nee. I think it is fair to say that if vou were to sell the guar- 
anteed paper into private placement markets, investors who mdn't 
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expect to trade it, there would be a premium on the rate that they 
would demand. 

I don't believe you could reasonably price, a piece of Eximbank 
paper into the public market knowing that it couldn't trade after 
the initial purchase or the premium there would be even greater. 

Now, the Pefco scheme, in working this out with Eximbank back 
in 1971 and with U.S. Treasury back in 1971, to create a funder of 
U.S. exports under the guarantee power of the United States under 
Eximbank's guarantee power, you have to create a mechanism that 
will eventually allow tnat paper to trade in public markets if you 
want the best spreads over U.S. Treasury. The creature that was 
created was the Pefco secured note whereby assignment to a trust- 
ee under a master trust the collateral is held and never traded. But 
the notes that are issued against that collateral are freely traded. 

Chairman Neal. Is that a workable scheme? 

Mr. Pierce. What you would have to do, if we were going to set 
up competitors and you were going for public issue markets, is 
have some kind of accessibility to same type of system or some un- 
derstanding on an arm's length basis, that it is available to others. 

As far as the Treasury Department is concerned, this is sort of a 
quasi-Govemment security being traded in the public market in 
competition with its own securities. 

Pefco has an immunity from antitrust. As I stated, there is a spe- 
cial relationship. It is partly that special relationship that concerns 
us because the instrumentality is one instrument so far. Other 
Pefco's could be created perhaps and, in fact, that is where we 
could join together. 

For example, we could use the Export Trading Company Act re- 
cently established or could join in combination with commercial 
banks and start these mini-Pefco's or competing Pefco's. But never- 
theless, after all is said and done, the cost is higher and the private 
offer is not as flexible. That is going to be the problem. 

Mr. Nee. I think Pefco would welcome competition. I think it is 
necessanr that there be competition. I would like to clarify immu- 
nity under antitrust. We have, stemming back to 1971, a letter 
from the Antitrust Division of the Justice Department specifjdng 
the procedures under which Pefco would be allowed to operate. The 
key element of that procedure is the finding bv the Export-Import 
Bcuik Board of Directors that there is no alternative source of 
funds at a fixed rate on competitive terms available. 

That is the only basis on which Pefco ever has done any business 
or can ever do any business as long as it is a consortium of the 
largest commercial banks that are factors in export financing. 

Chairman Neal. Is the fixed term an important aspect of that? 

Mr. Nee. Yes. The only thing that we do with one exception- 
back in 1974 and 1975 when there was a liquidity crunch on this 
country, we did $130 million in floating rate loans at the same 
basis that the banks would have had they been in the export 
market at that time. 

The only thing we have done is fixed rate loans and we price 
those loans under the supervision of the Export-Import Bank Board 
of Directors. They have approval power over the way we have es- 
tablished the price. They have approval power over the mechanism 
that we use and they monitor it on a very close basis at all times. 
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I think that if Pefco were in this market that Pefco would be a 
competitive lender. I think the commercial banks have created this 
corporation to do something they, at that point in time in 1971, 
thought that they couldn't do and in truth they probably can't do it 
unless they establish an approach to it the way Pefco does, and to 
dedicate professional management to it and deal with the funding 
risks in a very professional way, the way that Pefco has done it 
over the years. 

Fixed rate lending is risky lending, particularly when you are 
lending money at rates today that may go out to 25 years on a nu- 
clear powerplant. If you don't borrow today you take that interest 
rate risk until you do borrow. 

The difference between Pefco and Eximbank is that Pefco always 
borrows at the time it knows it has an asset risk or exposure. 
Whereas, Eximbank borrows on a net cash flow basis with a very 
short term horizon, which means that Eximbank never really 
knows at the time they quote a rate today what the subsidy really 
is going to be until they have funded it and if they have a book- 
keeping system that can keep track of it. 

When you are quoting rates in a rising interest rate environ- 
ment, the wav both Pefco and Eximbank did back in 1980 and 
1981—1979, 1980, and 1981— the problems of not funding immedi- 
ately are very apparent. Pefco had a couple of hundred million of 
loans that it made and were accepted on September 30, 1979, just a 
few days before the Federal Reserve changed the methodology of 
tracking interest rates in bank reserves. 

And because we were not yet aware of what the future would 
bring in terms of volatile financial markets, we didn't fund those 
$200 million right away. We funded $100 million a little later in 
early 1980 but we didn't fund the other $100 million until much 
later. Those loans 3rield 9.75; that is the interest rate on them. The 
cost of funding them is 16.25. Now, that on a 7-year average life is 
equivalent to about a $46 million before tax deficit on that $100 
million. That is what fixed rate lenders face. That is what savings 
and loans face and savings banks face with separate don't match 
funds. 

Pefco does match funds. We are always matching a liability to 
the asset that we now have so as to minimize those risks. Some- 
times we are matching — we are borrowing money knowing that we 
are locking in a deficit. But it is better to do that than it is to take 
the risk that interest rates may go from where they are today at 
11.70 to 14 percent or something by the time you get around to 
funding it wnen you needed the fiinds as disbursements took place. 

Have I confused you? 

Chairman Neal. No, not entirely. [Laughter.] 

Mr. Pierce. Mr. Chairman, you might point out that's a very ac- 
curate description of Pefco but the very thing that concerns the 
export community, there are certain inflexible points. 

During the world recession in 1981-82, just to take the airline 
business, airlines had fleet expansion cutbacks. They had pur- 
chased a certain series of 767's and 757's and then started to turn 
back the package. Exim said, we will take care of the fiill amount 
of fleet requirements but when the package was cutback they were 
likewise able with complete flexibility to accommodate that. 



Digitized by 



Google 



73 

That is not what Pefco could do. They would have to commit the 
money and lend it out and there'd be severe penalties for the cus- 
tomer. That is not what Airbus is going to do at anytime. That is 
what really bothers us. 

Anyone that goes into a mcgor fleet acquisition program in com- 
petition with Airbus, and starts to lay out restrictive terms and 
conditions to the vice president of finance, will find himself out of 
the running despite a superior product. 

Airbus is a multinationalized company with pockets so deep you 
can't find the bottom. I am talking about all areas of research, pro- 
duction, and marketing, including finance. They never publish a fi- 
nancial statement. 

One thing about Exim is that it keeps us on an equal playing 
field. That is one area where they have some kind of parity. And 
now we are beginning to weaken the system again. I-Match is more 
expensive and less flexible. 

Chairman Neal. Well, it's really the same. Your fixed rate is the 
s€une as Exim's fixed rate, is it not? 

Mr. Nee. Mr. Chairman, Eximbank would issue a commitment at 
the OECD minimum lending rate. Then, as time passed and they 
came up, as I understand it, to near the time of the first dispurse- 
ment, they would seek from private sector lenders a bid on that fi- 
nancing. 

Now they have avoided a lot of the warehousing costs by waiting 
imtil the first disbursement. That could be, in some cases, several 
years before that first disbursement was ready to be made. By 
seeking the private sector rate at that point in time rather than up 
here, when they make the commitment, they are taking the risk 
that interest rates will change during that period of time. 

On the other hand, they will get much lower interest rates, I 
should think, out of private sector lenders, all other things being 
equal, by waiting because the private sector lender won't have to 
build so much warehousing into his rate that he then quotes. 

If Eximbank were to change procedures just a little more and 
bundle disbursements and go to the market and $100 million 
traunches of disbursements, the market would be even more com- 
petitive and aggressive in the way they bid on it; because, then, 
you would have no warehousing element built in. You have got 
$100 million disbursements that have to be funded today. You can 
borrow the money today and disburse it virtually immediately, as 
soon as the funds are available on the private market. That is, with 
a delay of a week or two until the closing. 

I would like to clarify one thing that Jack has said. Pefco does 
not have a penalty as such on the early payment of a loan that is 
outstanding, or the cancellation of an undispursed commitment. 
What we have is a stricture in our loan agreements that requires 
Pefco's consent before it can be cancelled, or before a loan can be 
prepaid. 

Our consent will not be withheld as long as the borrower makes 
Pefco whole. So if interest rates have climbed since the rate was 
established on that borrower's loan, there will be no penalty. Pefco 
will be delighted to take 12 percent dollars and reinvest them at 14 
percent. 
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If the interest rates, however, have declined at the time of the 
cancellation of the commitment or the prepayment of the loan, 
then what we want the borrower to do is to give us a lump sum 
present value so that we are made whole with respect to the differ- 
ence between our borrowing costs, which already is outstanding 
with a liability out there that can't be collapsed, and has years and 
years in some cases to run, so that we still have a 12-percent loan 
on our books, or the equivalent thereof, with the lump sum pay- 
ment. 

Now that is a problem. And it would be a serious problem if you 
had a fleet acquisition sale going on and, cdl of a sudden, Eximbank 
had already gone out and sought private sector lenders and the pri- 
vate sector lenders had borrowed the funds, and were ready to dis- 
burse them and it was canceled. 

The private sector can't look away from that if they have gone 
out and borrowed $500 million. They have now a liability on their 
hands and they need to be made whole on that. Otherwise, I don't 
believe that they will bid on this kind of business. I know we 
couldn't bid on this kind of business excepting that it either isn't 
cancelable, or we'll be made whole somehow if it is cancelable. 

Mr. McCoLLUM. I don't have anything else. Thank you, Mr. 
Chairman. 

Chairman Neal. Well, I have many questions but I am due some- 
where else. We will go over this and welcome any other ideas that 
you have. 

Thank you all very much. The subcommittee is adjourned, sub- 
ject to the call of the Chair. 

[Whereupon, at 12:40 p.m., the subcommittee a4Joumed, to recon- 
vene at 10 a.m. on Thuraday, March 7, 1985.] 
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TO EXTEND AND AMEND THE EXPORT-IMPORT 
BANK ACT OF 1945 



THURSDAY, MARCH 7, 1985 

House of Representatives, 
Subcommittee on International Finance, 

Trade and Monetary Poucy 

Ck)BiMITTEE ON BANKING, FINANCE AND UrBAN AfFAIRS, 

Washington, DC. 

The subcommittee met at 10:05 a.m., in room 2220 of the Ray- 
bum House Office Building, Hon. Stephen L. Neal (chairman of the 
subcommittee) presiding. 

Present: Representatives Neal, LaFalce, Levin, Kleczka, Nelson, 
Leach, Chandler, Grotberg, and McMillan. 

Chairman Neal. The subcommittee will come to order. 

Today we conclude the second of our scheduled hearings on H.R. 
1320, the administration's proposal to eliminate the direct loan pro- 
gram of the Export-Import Bank and to substitute in lieu thereof 
an interest subsidy program. 

The administration claims this switch will save several billion 
dollars in the Federal budget over the next few years. That could 
conceivably be the case in terms of budgetary accounting but I 
think if anything our hearing yesterday made it very clear that 
that is not true in any real sense. The switch would, in fact, cost 
more in real terms than the present direct loan program. 

Serious questions have also been raised about the operational ef- 
fectiveness of the proposed I-Match program and about its capacity 
to offer export credit truly competitive with that offered by other 
governments. 

Today's hearings will afford the prospective users of this new 
program, the exporters and their commercial bankers, an opportu- 
nity to assess its merits and drawbacks from their prospective. 

Our witnesses will be G. Stimson Eveleth, from the American Se- 
curity Bank on behalf of the Banker's Association for Foreign 
Trade; Donald McGraw, from Kellogg Rust, Inc., on behalf of the 
Emergency Committee for American Trade; Stephen Sohn, from 
the BT International Trading Corp. on behalf of the U.S. Chamber 
of Commerce; and Richard Roberts of the National Foreign Trade 
Council. 

Without objection we will put your complete statements in the 
record and it would probably be most useful if you could all sum- 
marize but we don't want to limit in any way what you have to 
say. 

(75) 
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Unless there is some objection from anybody we will proceed in 
the order which I read your names. Unless there's some exception 
to that we will start now with Mr. Eveleth. 

STATEMENT OF G. STIMSON EVELETH, SENIOR VICE PRESI- 
DENT, AMERICAN SECURITY BANK, ON BEHALF OF THE 
BANKERS' ASSOCIATION FOR FOREIGN TRADE 

Mr. Eveleth. Good morning. My name is G. Stimson Eveleth, 
secretary-treasurer of the Bankers' Association for Foreign Trade. I 
am also senior vice president of American Security B£uik. 

I am pleased to be here today to present BAFT's views concern- 
ing the administration's budget and legislative proposals r^arding 
the Export-Import Bank. 

BAFT was founded in 1921 by a group of bankers whose purpose 
was to expand their knowledge of international trade and to devel- 
op sound banking services and procedures in support of trade. 

Today's BAFT membership of 135 U.S. banks includes virtually 
all of those having significant international operations. The asso- 
ciation also includes as nonvoting members, 110 foreign banks 
maintaining offices in the United States. 

First let me assure you that BAFT members fully recognize the 
need to reduce the deficit and that Eximbank operations must also 
be considered in that connection. However, BAFT believes the ad- 
ministration's proposal for Eximbank does not effectively contrib- 
ute to that end. 

The administration has proposed elimination of Eximbank's 
direct lending program, including long-term direct loans, small 
business, and medium-term credits, and an increase in its guaran- 
tee — insurance authority from $10 billion to $12 billion for fiscal 
1986. 

Exim's total lending and guarantee authority, however, will be 
reduced by $1.8 billion from the 1985 level of $13.8 billion author- 
ized byCongress. 

BAFT believes that without significant modifications the pro- 
posed I-Match programs are not feasible substitutes for direct lend- 
ing. However, the I-Match programs merit further consideration as 
possible supplements to Eximbank's direct lending programs. 

The long-term I-Match Program requires that banks make fixed 
interest rate bids on potential financings. Currently banks general- 
ly seek to avoid making fixed rate loans particularly for terms 
longer than 1 year because they do not have a ready source of long- 
term fixed rate funding for such loans. If they cannot match fund 
such long-term loans they are forced to fund them with short-term 
funds. This asset and liability mismatch becomes particularly acute 
in the case of Exim project financings which may have terms as 
long as 15 years and may require multiple disbursements through- 
out the loan term. 

The I-Match requirement that the interest rate be fixed at the 
time of the initial disbursement may involve unacceptable risks of 
interest rate fluctuation in the eyes of bank management. 

The 0.5 percent commitment fee on the undisbursed loan balance 
permitted under the I-Match programs is insufficient to protect 
against this risk. While sophisticated techniques exist to hedge the 
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degree of risk, they can be very costly to the borrower with respect 
to long-term loans and may dissuade a significant number of insti- 
tutions and borrowers from participating in the program. 

In addition, while the I-Match Pro-am based on floating rate 
loans would be a more viable alternative, the 10- to 15-year term of 
many Eximbank project financings would nevertheless make such 
loans illiquid investments. Given the relatively minimal yields on 
most long-term Eximb£uik transactions, bank management will 
want to minimize the amount of these long-term illiquid assets. 

Participation in the I-Match Program will be severely con- 
strained unless banks are able to transfer freely the Eximbank 
guaranteed loans. Under the I-Match Program, however, the Exim- 
bank guarantee is only transferable with Eximbank's approval. 
This seriously reduces the attractiveness of these loans and limits 
the amount of such loans a bank will want to make and be obliged 
to keep on its books. 

Even if the loan guarantees were freely transferable so that 
b£uiks could package and sell them off, earning additional fee 
income for such services many banks may not have the ability to 
take advantage of such opportunities. 

Moreover, the bidding process involved in the long-term I-Match 
programs will also discourage active participation by many banks 
and exporters. 

Currently, banks with established customer relationships struc- 
ture their entire financing packages which may include Eximbank 
direct loans. Structuring these financings involves a great deal of 
creativity and effort, all of which will be uncompensated if another 
bank simply adopts the same financing structure but has a lower 
interest rate bid. 

Even the winning bidder may find the program unattractive 
since the I-Match Program permits the borrower to select the bank 
which will open letters of credit on the transactions and with 
whom account relationships will be established. 

Uncertainty over the allocation of these related services reduces 
the incentive for active participation by many banks. 

The I-Match medium-term program generally has the same fixed 
rate and multiple disbursement problems as the long-term pro- 
gram. Banks will need a consistent source of medium-term funding 
to match these loans and such funds will not be available to all 
banks equally. While the interest rate risk is somewhat less com- 
pared to the long-term program. Given the recent volatility of in- 
terest rates, even fixed rate medium-term financing will constitute 
unacceptable risks for many banks. 

The most devastating problem with the proposed medium-term 
program, however, is the extremely narrow spreads permitted. As 
proposed, the medium-term program would provide a 1-percent 
margin over the U.S. Treasury rates. The one-half percent guaran- 
tee fee, however, must be paid to the Eximbank out of this margin, 
leaving a maximum yield of only one-half percent for the bank. 

Most banks funding costs are higher than the U.S. Treasury rate 
and may, in some cases, completely erode the half-percent margin. 
Even if not completely eroded, a return on assets of one-half per- 
cent or less will preclude participation by most banks. Those will- 
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ing to accept ^elds below one-half percent are unlikely to have a 
strong or consistent appetite for such loans. 

Commercial banks will generally be able to obtain a better 
return on assets than the medium-term program permits and wiU 
redirect their resources accordingly. 

While free transferability of the Eximbank guarantee might 
permit packaging and sale of loans under the long-term I-Match 
Program, the spreads in the medium-term program are too narrow 
to permit profitable packaging, even if the Eximbank guarantees 
were made freely transferable. 

As structured, the I-Match Program is likely to result in the ulti- 
mate demise of the Eximbank medium-term export financing. This 
is particulary significant because the medium-term facilities are 
those most iised by small businesses and those which the Congress 
specifically instructed Eximbank to expand in the 1983 reauthor- 
ization. 

These programs are also most likely to be used by local and re- 
gional banl^ to help support the export of U.S. manufactured 
equipment. 

If the medium-term program is not attractive or workable for 
these banks and exporters there will be little incentive for them to 
remain active in the export financing business. 

BAFT believes that the current budgetary accounting principles, 
under which disbursements of Eximbank's direct loans constitute 
outlays that increase the overall Federal budget deficit, distorts tiie 
true cost of Exim's direct loan programs by not recognizing that 
such disbursements have genercdiy been recovered with inter^. 

The more appropriate measure of historically profitable Exim- 
bank direct credit programs is their actual net cost to the Govern- 
ment, that is, Exim's net operating profit or loss. Exim does not re- 
ceive any funds from the Congress or the taxpayers. It merely has 
authority to extend credits and to borrow funds from the federally 
financing bank. Eximbank repays these borrowings with income 
from loan repayments, insurance premiums, and fees. For 47 of its 
50 years of operation, Eximbank has been a profitable operation re- 
turning the $1 billion initial capitalization and building $1.5 billion 
of its own reserves. 

Even during the last 3 years when unprecedently high interest 
rates escalated Eximbank's borrowing costs and resulted in its first 
operating losses, its reserves were more than adequate. 

We thmk this is an enviable achievement for any Government 
program, let alone one which over the last 5 years alone has pro- 
videid $19 billion in credits supporting $30 billion in U.S. exports 
which represents 750 thousand job-years of work in U.S. factories. 

However, the funds expended in the administration's proposed I- 
Match Program are not repayable to the Government. These pay- 
ments are not interest-bearmg loans. They are expenditures. Under 
the I-Match Program, Eximbank's interest payments to commercial 
lenders will become truly outlays from the budget, not recoverdl>le 
loan disbursements treated as outlays for budgetary accounting 
purposes. 

BAFT believes that Eximbank will be able to provide more con- 
sistent export financing support through a direct loan program 
that has proved profitable in all but the worst interest rates 
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narios, that it can solely through I-Match Programs and insurance 
and guarantee programs. 

In addition to our concern about the budgetary analysis under- 
pinning the administration proposals, BAFT believes that the 
elimination of the direct lending program raises several other seri- 
ous policy considerations. 

Congress should consider without its direct lending program, Ex- 
imbank will be able to fulfill the goals and competitive mandates 
which Congress set for it in 1983. Such considerations are p€ui;icu- 
larly important in view of the operational defects in the I-Match 
Program as currently conceived which, if not corrected, may render 
the program virtually unusuable by commercial banks. 

Eximbank's programs are designed to allow the Government to 
assume commercial and political risks that exporters or private in- 
stitutions are unable to undertake. The I-Match Program may, in 
some cases, allow commercial banks to make some loans they 
would otherwise find unattractive. 

Nevertheless, there will still be situations where commercial 
banks will not be willing to bid on export financing because of 
country risks, long maturities, or a relative lack of profitability. 

Without retention of a direct lending program, Eximbank's 
option to nevertheless make such loans in furtherance of its policy 
goals will be forfeited. 

In the face of record trade deficits and increased predatory for- 
eign financing, the need for Eximbank to remain a dependable 
source of U.S. export financing is more crucial than ever. Exim- 
bank's direct lending authority should therefore not be abandoned. 

In addition, our ability to negotiate the reduction of Government 
subsidized financing will be strengthened by maintaining a credible 
ability to respond to foreign subsidized financing through Exim- 
bank direct lending. Removing U.S. direct government involvement 
in export financing will send the wrong signal to our trading part- 
ners concerning our resolve to fight foreign government subsidized 
fin£uicing. 

Termination of direct lending by Eximbank without atested sub- 
stitute gives foreign governments even less incentive to negotiate 
reductions in their subsidies. 

Finally, the I-Match Program, given its limited allocation, does 
little to counter foreign mixed credits which result in interest rates 
below OECD consensus levels. Mixed credits remain a serious trade 
problem which the administration should not continue to ignore. 

BAFT supports the administration's proposed amendment to the 
Export-Import Bank Act which: one, authorizes Eximbank to 
engage in programs assuring commercial letters of a sufficient 
return; two, extend the life of Eximbank from September 30, 1986, 
to September 30, 1991; and three, permits Eximbank director to 
continue to serve as such until his or her successor is appointed. 

For the reasons previously set forth, BAFT does not support ter- 
mination of direct lending and opposes the amendments prohibit- 
ing the making of new direct loans in fiscalyear 1986; however, 
BAFT believes the proposed amendment BAFT grandfathering ob- 
ligations incurred prior to October 1, 1985, is appropriate, in the 
event subsequent direct lending is prohibited. The amendment 
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should be clarified, however, to include specifically all preliminary 
commitments made prior to that date. 

Senior Eximbank officials have informed BAFT that preliminary 
commitments made during the balance of 1985 and which have an 
expiration date after October 1, 1985, will not be grandfathered 
under the proposed amendment, but will be eligible for the I-Match 
Program. Some preliminary commitments, however, will be given 
short expiration dates that will permit them to become firm com- 
mitments prior to the October 1, 1985, grandfathering date. No cri- 
teria, however, have been established for determining which loans 
will receive the benefit of the shorter expiration date and which 
will have the usual 6 months expiration period and extend beyond 
the grandfather date. 

It is precisely this type of uncertainty, however, that discourages 
banks from participating in Eximbank programs and prevents Ex- 
imbank from providing the consistent level of export financing that 
the economy needs. 

In conclusion, BAFT feels that the historic profitability of Exim- 
bank and its success, in terms of supporting exports and employ- 
ment through direct credits, strongly supports retention of the 
direct loan programs. The burgeoning trade deficit makes the need 
for workable and consistent export financing too critical to rely 
only on guarantee and insurance programs and an untested inter- 
est matching program. This is particularly true when fixed rates, 
narrow margins and restraints on transferability under the I- 
Match Program makes it unattractive to conunercial banks who 
represent the largest and most experienced potential source in 
export finance. 

Thank you very much. I would be happy to answer any ques- 
tions. 

[The prepared statement of Mr. Eveleth on behalf of the Bank- 
ers' Association for Foreign Trade follows:] 
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My name is Stimson Eveleth and I am Secretary- 
Treasurer of the Bankers' Association for Foreign Trade 
("BAFT"). I am also Senior Vice President of American 
Security Bank, N.A. I am pleased to be here today to present 
BAFT'S views concerning the Administration's Budget and legis- 
lative proposals regarding the Export- Import Bank. 

BAFT was founded in 1921 by a group of banks whose 
purpose was to expand their knowledge of international trade 
and to develop sound banking services and procedures in sup- 
port of trade. Today, BAFT's membership of 135 U.S. banks 
includes virtually all of those having significant inter- 
national operations. The Association also includes as non- 
voting members 110 foreign banks maintaining offices in the 
United States. 

First, let me assure you that BAFT's members fully 
recognize the need to reduce the deficit, and that Eximbank 
operations must also be considered in that connection. How- 
ever, BAFT believes that the Administration's proposals for 
Eximbank do not effectively contribute to that end. 
The Administration's Budget Proposals 

The Administration has proposed elimination of Exim- 
bank 's direct lending programs (including long-term direct 
loans and small business and medium-term credits) , and an 
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increase in its guarantee and insurance authority from $10 
billion to $12 billion for fiscal year 1986. Bximbank • a 
total lending and guarantee authority, however, will be 
reduced by $1.8 billion from the 1985 level of $13.8 billion 
authorized by Congreaa. In lieu of direct lending programs, 
the Administration has proposed that up to $1.8 billion of 
the 1986 guarantee authority be allocated to proposed long 
and medium-term Interest Matching programs, (the "I-NATCH" 
programs) , in which Eximbank, in addition to guaranteeing 
repayment of principal and interest, will pay the commercial 
lender an amount of interest designed to enable the lender to 
earn a fixed market rate of return on the loan. 

Eximbank will continue to offer its regular insur- 
2mce and medium-term guarantee programs on the same basis as 
in the past. 

Under the proposed long-term I-NATCH program, pri- 
vate financial institutions will submit fixed rate bids on 
long-term loans for which Eximbank has made preliminary com- 
mitments. The institution with the lowest fixed-rate bid 
will be awarded the financing, and will receive from Eximbank 
interest payments representing the difference between the 
institution's bid and the applicable OECD International 
Arrangement rate then in effect. Eximbank will also guar- 
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antee full payment of principal and interest on the loan. 
Except with Eximbank's approval, the guarantee will not be 
transferable. 

Eximbank will charge the obligor a credit applica- 
tion fee equal to 2% of the loan amount, and will charge the 
financial institution a .5% guarantee fee on the disbursed 
principal amount of the loan. The latter fee may not be 
passed on to the obligor. The financial institution, how- 
ever, may charge the obligor a separate .5% commitment fee on 
the undisbursed balance of the loan. 

Loans made under the long-term I-NATCH program will 
normally be disbursed over a 1-5 year period and repaid over 
6-10 years after final disbursement. Different rates will 
not be set for different disbursements. Instead, a single 
rate will be set by the bid process at the time of the first 
disbursement, and will apply to all subsequent disbursements. 

Under the medium-term I-NATCH program, participat- 
ing financial institutions will provide medium-term fixed 
rate financing of up to $5 million per transaction at the 
applicable OECD International Arrangement rate in support of 
a transaction involving the sale of U.S. exports. In turn, 
Eximbank will fully guarantee the principal and interest on 
the loan, and also pay to the financial institution making 
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the loan an amount equal to the difference between the 
applicable OECD International Arrangement rate and the Trea- 
sury rate for an equivalent average term plus 1% fixed at the 
time of disbursement. Loans under the medium- term I- MATCH 
program will be subject to the same fee and transferability 
requirements as loans under the long-term I-MATCH program. 
Specific Co— ents on the Interest Matching Program 

BAFT believes that without significant modifica- 
tion, the proposed I-NATCH programs are not feasible sub- 
stitutes for direct lending. However, the I-MATCH programs 
merit further consideration as possible supplements to Exim- 
bank*s direct lending programs. 

Long-Ter» I^-MATCH Program . The long-term I-MATCH 
program requires that banks make fixed interest rate bids on 
potential financings. Currently, banks generally seek to 
avoid making fixed rate loans, particularly for terms longer 
than one year, because they do not have a ready source of 
long-term fixed rate funding for such loans. If they cannot 
"match-fund" such long-term loans, they are forced to fund 
them with short-term funds. This asset and liability mis- 
match becomes particularly acute in the case of Eximbank 
project financings which may have terms as long as fifteen 
years, and may require multiple disbursements throughout the 
loan term. The I-MATCH requirement that the interest rate be 
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fixed at the time of the initial disbursement may involve 
unacceptable risk of interest rate fluctuation in the eyes of 
bank management. The .5% commitment fee on the undisbursed 
loan balance permitted under the I-MATCH program is insuffic- 
ient protection against such risk. 

While sophisticated techniques exist to "hedge" the 
degree of risk, they can be very costly to the borrower with 
respect to long-term loans, and may dissuade a significant 
number of institutions and borrowers from participating in 
the program. 

In addition, while an I-NATCH program based on 
floating rate loans would be a more viable alternative, the 
10-to 15-year term of many Eximbank project financings would 
nevertheless make such loans illiquid investments. Given the 
relatively minimal yields on most long-term Eximbank trems- 
actions, bank management will want to minimize the eunount of 
these long-term illiquid assets. 

Participation in the I-NATCH program will be 
severely constrained unless banks are able to transfer freely 
the Eximbank guaranteed loans. Under the I-MATCH program, 
however, the Eximbank guarantee is only transferable with 
Eximbank 's approval. This seriously reduces the attractive- 
ness of these loans, and limits the amount of such loans a 
bank will want to make and be obliged to keep on its books. 
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Even if the loan guarantees were freely transferable, so that 
banks could package and sell them off earning additional fee 
income for such services, many banks may not have the ability 
to take advantage of such opportunity. 

Moreover, the bidding process involved in the long- 
term I-MATCH program will also discourage active participation 
by many banks and exporters. Currently, banks with estab- 
lished customer relationships structure entire financing pack- 
ages which may include Eximbank direct loans. Structuring 
these financings involves a great deal of creativity and 
effort, all of which will be uncompensated if another bank 
simply adopts the same financing structure, but has a lower 
interest rate bid. Even the winning bidder may find the pro- 
gram unattractive since the I-MATCH program permits the bor- 
rower to select the bank which will open letters of credit on 
the transaction and with whom account relationships will be 
established. Uncertainty over the allocation of these 
related services reduces the incentive for active participa- 
tion by many banks. 

Mediua-Tera I-MATCH Program . The I-MATCH medium- 
term program generally has the same fixed rate and multiple 
disbursement problems, as the long-term program. Banks will 
need a consistent source of medium-term funding to match 
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these loans, and such funding will not be available to all 
banks equally. 

While the interest rate risk is somewhat less com- 
pared to the long-term program, given the recent volatility 
of interest rates even fixed rate medium-term facilities will 
constitute unacceptable risks for many banks. The most devas- 
tating problem with the proposed medium-term program, however, 
is the extremely narrow spreads permitted. As proposed, the 
medium-term program would provide a 1% margin over U.S. Trea- 
sury rates. The .5% guarantee fee, however, must be paid to 
Eximbank out of this margin, leaving a maximum yield of only 
.5% for the bank. Most bank's funding costs are higher than 
the U.S. Treasury rate, and may in some cases completely 
erode the .5% margin. Even if not completely eroded, a 
return on assets of .5% or less will preclude participation 
by most banks. Those willing to accept yields below .5% are 
unlikely to have a strong or consistent appetite for such 
loans. Commercial banks will generally be able to obtain a 
better return on assets than the medium-term program permits, 
and will redirect their resources accordingly. 

While free transferability of the Eximbank guaran- 
tee might permit packaging and sale of loans under the long- 
term I-MATCH program, the spreads in the medium-term program 
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are too narrow to permit profitable packaging, even if the 
Eximbank guarantees were made freely transferable. 

As structured, the I-MATCH program is likely to 
result in the ultimate demise of Eximbank medium-term export 
financing. This is particularly significant because the 
medium-term facilities are those most used by small business, 
and those which Congress specifically instructed Eximbank to 
expand in the 1983 reauthorization. These programs are also 
the most likely to be used by local and regional banks to 
help support the export of U.S. manufactured equipment. If 
the medium-term program is not attractive or workable for 
these banks and exporters, there will be little incentive for 
them to remain active in the export financing business. 
Temination of Direct Lending 

BAFT believes that current budgetary accounting 
principles under which disbursements of Eximbank* s direct 
loans constitute outlays that increase the overall Federal 
Budget deficit, distort the true costs of Eximbank direct 
loan programs by not recognizing that such disbursements have 
generally been recovered with interest. The more appropri- 
ate measure of historically profitable Eximbank direct credit 
programs is their actual net cost to the government (i.e. 
Exim's net operating profit or loss). Eximbank does not 
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receive any funds from the Congress or the taxpayers; it 

t 

merely has authority to extend credits and to borrow funds 
from the Federal Financing Bank. Eximbank repays these bor- 
rowings with income from loan repayments, insurance premiums 
and fees. 

For 47 of its 50 years of operation, Eximbank has 
been a profitable operation, returning the $1 billion initial 
capitalization and building $1.5 billion of its own reserves. 
Even during the last three years, when unprecedentedly high 
interest rates escalated Eximbank *s borrowing costs and 
resulted in its first operating losses, its reserves were 
more than adequate. We think this is an enviable achievement 
for any government program, let alone one which over the last 
five years alone has provided $19 billion in credits support- 
ing $30 billion in U.S. exports which represented 750,000 job- 
years of work in U.S. factories. 

However, the funds expended in the Administration's 
proposed I-MATCH program are not repayable to the government. 
These payments are not interest bearing loans, but are expen- 
ditures. Under the I-MATCH program, Eximbank interest payments 
to commercial lenders will become truly outlays from the Budget, 
not recoverable loan disbursements treated as outlays for budge- 
tary accounting purposes. BAFT believes that Eximbank will 
be able to provide more consistent export financing support 
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through a direct loan program that has proved profitable in 
all but the worst interest rate scenarios, than it can solely 
through I-i-MATCH programs and insurance and guarantee programs. 

In addition to our concerns about the budgetary 
analysis underpinning the Administration's proposals, BAFT 
believes that the elimination of the direct lending program 
raises several other serious policy considerations. 

Congress should consider whether without its direct 
lending program, Eximbank will be able to fulfill the goals 
and competitive mandate which Congress set for it in 1983. 
Such consideration is particularly important in view of the 
operational defects in the I-MATCH program as currently con- 
ceived, which, if not corrected, may render the program vir- 
tually unusable by commercial banks. 

Eximbank programs are designed to allow the govern- 
ment to assume commercial and political risks that exporters 
or private institutions are unable to undertake. The I-MATCH 
program may in some cases allow commercial banks to make some 
loans that they would otherwise find unattractive. Neverthe- 
less, there will still be situations where commercial banks 
will not be willing to bid on export financing because of coun- 
try risks, long maturities, or a relative lack of profitabil- 
ity. Without retention of a direct lending program, Eximbank *8 
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option to nevertheless make such loans in furtherance of its 
policy goals will be forfeited. 

In the face of record trade deficits, and increased 
predatory foreign financing, the need for Eximbank to remain 
a dependable source of U.S. export finance is more crucial 
than ever. Eximbank *s direct lending authority should there- 
fore not be abandoned. 

In addition, our ability to negotiate the reduc- 
tion of government subsidized financing will be strengthened 
by maintaining a credible ability to respond to foreign sub- 
sidized financing through Eximbank direct lending. Removing 
direct U.S. government involvement in export finance will send 
the wrong signal to our trading partners concerning our resolve 
to fight foreign government subsidized financing. The termi- 
nation of direct lending by Eximbank without a tested substi- 
tute, gives foreign governments even less incentive to negoti- 
ate reductions in their subsidies. 

Finally, the I-MATCH program, given its limited 
allocation, does little to counter foreign mixed-credits 
which result in interest rates below OECD consensus levels. 
Mixed-credits remain a serious trade problem which the 
Administration should not continue to ignore. 
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Aaendaents to the Export- Import Bank Act 

BAFT supports the Administration's proposed amend- 
ments to the Export-Import Bank Act which: (1) authorize 
Eximbank to engage in programs assuring commercial lenders of 
a sufficient return; (2) extend the life of Eximbank from 
September 30 ^ 1986 to September 30 r 1991; and (3) permit an 
Eximbank director to continue to serve as such until his or 
her successor is appointed. 

For the reasons previously set forth^ BAFT does not 
support termination of direct lending and opposes the amend- 
ment prohibiting the making of new direct loans in fiscal yeaj 
1986. However, BAFT believes the proposed amendment grand- 
fathering obligations incurred prior to October 1, 1985 is 
appropriate, in the event subsequent direct lending is prohi- 
bited. The amendment should be clarified, however, to include 
specifically all preliminary commitments made prior to that 
date. Senior Eximbank officials have informed BAFT that pre- 
liminary commitments made during the balance of 1985, and whi( 
have an expiration date after October 1, 1985, will not be 
grandfathered under the proposed amendment, but will be elig- 
ible for the I-MATCH program. Some preliminary commitments, 
however, will be given short expiration dates that will per- 
mit them to become firm commitments prior to the October 1, 
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1985 grandfather date. No criteria, however, have been estab- 
lished for determining which loans will receive the benefit 
of the shorter expiration date, and which will have the usual 
six-month expiration period, and extend beyond the grandfather 
date. It is precisely this type of uncertainty, however, 
that discourages banks from participating in Exirobank pro- 
grams, and prevents Eximbank from providing the consistent 
level of export finance that the economy needs. 
Sunmary 

In conclusion, BAFT feels that the historic pro- 
fitability of Eximbank, and its success in terms of support- 
ing exports and employment through direct credits strongly 
supports retention of the direct loan program. The burgeon- 
ing trade deficit makes the need for workable and consistent 
export financing too critical to rely only on quarantee and 
insurance programs and an untested interest matching program. 
This is particularly true when the fixed rates, narrow mar- 
gins and restraints on transferability under the I-MATCH pro- 
gram makes it unattractive to commercial banks who represent 
the largest and most experienced potential source of export 
support. 
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Chairman Neal. Thank you, sir. 
Mr. McGraw. 

STATEMENT OF DONALD McGRAW, SENIOR VICE PRESIDENT- 
FINANCE, KELLOGG RUST INC., ON BEHALF OF THE EMER- 
GENCY COMMITTEE FOR AMERICAN TRADE 

Mr. McGraw. Mr. Chairman, I am Don McGraw, senior vice 
president of Kellogg Rust, a mcgor part of the Signal Co. Today I 
am representing the Emergency Conunittee for American TVade, 
an organization of 63 large multinational firms that employ 5 mil- 
lion people and have sales over $700 billion. Today I would like to 
express our concern with the OMB's and Exim's proposal to elimi- 
nate the direct credit program and substitute the Interest Match- 
ing Program which is labeled I-Match. As an international contrac- 
tor in the petrochemical, refinery, pulp and paper, and steel busi- 
ness with more than half of our business overseas, which relies on 
this kind of financing, we are concerned, if not terrified, over the 
impact that this will have on our business, the balance of trade, 
the deficit and American labor, in general. 

At present, we all enjoy what we feel is the leading edge of tech- 
nology in the process business. This means that the latest plants 
and equipment are looked at with U.S. vendors in mind. They have 
that leading edge of technology. This we can lose very quickly. We 
are and have been a strong supporter of a competitive Eximbank 
program. We feel that in 1983 when Congress in its wisdom passed 
the l^islation to allow Eximbank to be more competitive in all 
areas of export financing, that they were on the right track. 

As you may recall, this was a mandate that Congress gave to 
Exim for the defense of mixed credit programs. I regret to tell you 
today that this program is not working. AID, which was one party 
to this, feels that this is a drain on their charter and Eximbank is, 
at best, lukewarm. Eximbank would like to teach the French and 
other countries a lesson, but they feel the price tag is too high. Our 
concern is that we want to play in this international arena, but we 
really don't have the tools. We want to be a mcgor leader, but we 
are really in the bush leagues. 

I am in the international market on a daily basis. Right now the 
Exim programs that we have are not competitive. And what OMB 
is trving to do is make them less competitive. Let me give you ex- 
amples of what I mean. Our clients still want a large international 
contractor, a U.S. contractor, because of its track record and be- 
cause of its ability to put these large projects together. To the 
extent that we can get the proper financing, we can direct a lot of 
the equipment that's highly labor-intensive and verw technical, ma- 
terial to the U.S. interests. We would like to do this for personal 
reasons— better scheduling out of the United States, more reliable 
products. We know the factories and we know the people that 
we're dealing with. And there is also the flag aspect. We like to do 
business out of the United States, because we feel the more we can 
do out of the United States, the more we help the U.S. economy, 
but we are not suicidal. If the financing is not there, we are going 
to have to go overseas to source all of our equipment and services. 
The real loser in this, in the first instance, is U.S. labor. These jobs 
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go overseas. The balance of trade, the U.S deficit, and in thei — 
someplace, the U.S. contractors are the losers. 

So why, if Congress wants this strong Eximbank program, a n^^ 
we are all wringing our hands over balance of trade and big def^^ 
cits, and Eximbank is supposed to play in this league, why aren ^i 
we all of one mind and of one purpose? 

When looking at these programs, I am not sure a dumb old h(^y 
from Texas can explain this, but I think it lies in the attitude of 
Eximbank and other bodies and it goes something like this: We 
feel, or Eximbank feels, what is the least we can get away when we 
are talking about proper financing with all of our competitors in 
competitor nations? Tliey look at it like, what is the maximum I 
can get away with. Added to this problem is what I call the phonv 
accounting, in that Eximbank is reflected in the budget on a cash 
basis. If any of our companies or banks or anybody on this panel 
kept their business books on a cash basis, I think we would have a 
lot of visits from the IRS, and if we're public, from the SEC. 

This leads me to the I-Match, which I have to confess, up front, I 
have a hard time understanding the concept, as has been stated 
here before. To me it looks like a bunch of mirrors in a sideshow. I 
would only point out several items. If, in truth, the Eximbank feels 
that it's going to save real money out of this, the thing I would like 
to point out is, how do commercial banks borrow for less than the 
U.S. Government? What about guarantee fees, which are now only 
on the small portion of the financing about 20 percent? It would 
have to go on 85 percent of the total financing. Banks need a profit 
in the loans that they make. Banks have country risks and country 
limitations. 

We have recently found out that the United Kindom, which is a 
much smaller country than the United States had earmarked 
around $400 million for their program, and we are talking about 
$100 million. 

The last thing on this thing is, we feel, as contractors, that it is 
not reliable, it is another unknown. Will it be there at the end of 
the day? 

When you are putting together bids for large projects, and we're 
putting out millions of dollars to bid these lump-sum competitive 
contracts, we have got to know that financing will be there at the 
end of the day, and we have got to go with the country that we feel 
is going to have the financing. If we feel that Exim's programs are 
not there or they are not going to be competitive, we have got to 
start from the very beginning of our proposal process to get wi^ 
the country, knowing that the financing will be there. 

To give you a few examples of how I feel, over the last 15 years, 
Exim has gone downhill. In the early 1970's, we ftnanced a billion 
dollar contract, an LNG project in Algiers. After much persuasion, 
Exim came to the line on that, and over $300 million of goods and 
services were exported from the United States. This put us — ^both 
our firm and the vendors who supplied the sophisticated equip- 
ment—in the leading edge of LNG technologies. 

The next major project along this line was an aromatics project 
in Indonesia, which were valued at over $1 billion. All the eouip- 
ment and services was purchased out of the United Kingaom, 
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^pan, Belgium, and Italy, simply because Exim would not come to 
•He line on financing. 

Around the same time, because of lack of financing, we did a 

^00 million fertilizer plant in Indonesia, where the Japanese fi- 

tUuiced the total project. They also financed all of our services, but 

they financed the total package out of Japan, and of course they 

get all the goods and other services and jobs. 

A Thailand project was mentioned yesterday in the testimony 
given by Mr. Draper, as an example of a mixed credit program, and 
it's a fertilizer program, which we tried to get Exim to support on 
our side. It's probably a $400 million project. Eight other countries 
offered mixed credits on this proposal. We supplied Exim with the 
terms and conditions of those other proposals and the evidence that 
they were offering these proposals. Exim would not step to the line. 
Therefore, the goods and equipment will go somewhere else. 

Also, other member companies in ECAT are trjring to get some 
financing for the Brazilian market for advanced health care tech- 
nologies. As you know now, U.S. firms have a strong lead in health 
technology. If the French are willing to step to the line and finance 
their vendors in Brazil, and if Exim does not step to the line for 
our people, we will lose over a half billion in trade opportunities 
over the next 3 years. 

Just in closing, I would like to say that we are a strong supporter 
of Exim. We would like to see the Direct Credit Program in place 
as it is, and we would also like to see the mandate of 1983 that the 
CSongress has already given Exim be strengthened and funded. 

Thank you, sir. 

[The prepared statement of Mr. McGraw on behalf of the Emer- 
gency Committee for American Trade [ECAT] follows:] 
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Eximbonk's Finonce Program 

Mr. Chairman, I am Don McGrow, Senior Vice President, Finance, of Kellogg Rust 
f a major Signal company. Today I represent the Emergency Committee for American 
Strode (ECAT), an organization of the heads of 63 large U.S. multinational firms, 
employing over five million vvorkers worldwide with annual soles of about $700 billion. It 
i« my intention to express the concern of American industry with the proposals of the 
Export-Import Bonk of the U.S. In line with the recommendations of the Office of 
fMarwgement and Budget (0MB) in the Fiscal Year 1986 Budget to eliminate the Direct 
Oredit Program and substitute instead on Interest Matching Program (l-Motch). My firm 
is on International engineering and construction company currently working on many 
major refinery, petrochemical, pulp and paper and steel projects with more than one half 
being located outside of the United States. 

In the past few years, our company and U.S. industry have been active in drawing 
the attention of the Federal Government to the essential requirement of a strong and 
competitive Eximbank to provide finance programs that encourage exports of goods and 
services and create jobs. In 1983 the Congress, in Its wisdom, passed legislation 
strengthening the mandate for competitive financing and providing a special matching 
mixed credit concessionary finance facility, mixing AID and Eximbank funds. This 
program was designed as a defensive program to neutralize the competitive advantage of 
"mixed credits" offered by foreign governments in support of their notional exporters. 
Regrettably, we have to report that AID seems determined to stifle this program as not 
being consistent with their development assistance goals in lesser developed countries, 
and Eximbank is at best "lukewarm" in its interpretation of the 1983 Congressional 
marKkite. AID prefers to direct funds to its own progronns, and Eximbank objects to 
supplying concessional finance on its own at interest rotes and other conditions which 
place the Bonk in a heavy loss position. It is obvious that further legislation is required to 
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provide funds to support o defensive niixed credits program that will in the short term 
enable the U.S. to nnaintain its shore in world markets and in the longer term control end 
ultimately eliminate the use of mixed credits. With a similar matching "mixed credits" 
program, the U.S. would be in a strong position to reduce and eventually end the use of 
this concessionary finance of exports. 

It is now apparent that the issue of direct credits elimination in the FVSfi Federal 
Budget has token priority over the "mixed credits" problem. The Administration FY'86 
Budget recomn>ends the elimination of longer and medium term credits and Eximbank 
proposes instead the substitution of the I-Motch program which entails on interest subsidy 
of $100 million covering a maximum of $1.8 billion in export credits. 

We hove three major objections to the proposed elimination of the Bank's Direct Credit 
Program, and I now propose to convey to you the base for our concern. This will be followed 
by review of the several reasons that cause us to hove serious doubts that the l-Match 
program is on adequate substitute. 
Diversion of Manufactured Goods-Services to Foreign Sources 

The elimination of Eximbank*s Direct Credit Program would contribute, perhaps 
significantly, to a diversion of capital equipment production from the United States. 
Because of higher manufacturing costs and the strong dollar, U.S. firms are shifting a 
wide range of capital goods production to foreign sources that formerly was carried out in 
the United States. While these are the principal reasons for such production shifts, tne 
availability of competitive export financing is on important factor. Moreover, 'J.S. 
engineering contractors, including Kellogg Rust, will be required to move most of llStr 
design and engineering work to overseas sources. You con well imagine the long-term 
impact on American industry if you allow the Direct Credit Program to be abolished or 
substantially reduced in scope. Todoy we still con offer financing. Today we still con 
compete commercially. But tomorrow, if we lose our ability to offer U.S. export 
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financing, then we begin to lose our ability to compete Internationally. Overseas buyers 
tend to feel that the leading edge of technology is their lost purchase. It's a lot tougher, 
and sometimes impossible, to get bock into a market than it is to remain in one. There Is 
a snowball effect once you lose your nxirket share. Repeat business usually goes to your 
competitor, and you ultimately begin to lose your spore parts business as well. 

I believe it will be of interest to cite instances in the experience of Kellogg Rust 
and one ECAT company which illustrate the importance of a competitive USA finance 
program. 

In the late 1970s, Kellogg arranged approximately $1 billion of financing for on LNG 
project in Algeria. We were able to place over $300 million of goods and services in the 
U.S. because competitive Eximbank direct credits were available. This put the leading 
edge of LNG technology with U.S. vendors and our company. 

In 1980, we financed through Eximbank another $150 million of highly sophisticated 
labor intensive material and equipment and services for a fertilizer con^plex in Nigeria. 

The next major project was on aromotics complex in Indonesia which hod a value of 
over one billion U.S. dollars. All of the material, equipment and services were purchased 
in the United Kingdom, Japan, Belgium and Italy simply because the U.S. Eximbank was 
riot willing to offer competitive financing. 

Around the some time, we sourced a fertilizer complex totaling opproxinrKitely $400 
million from the Japan Eximbank because the U.S. Eximbank could not step to the line on 
financing. 

Brazil is in th' market for advanced health care technology, an area in which the 
U.S. holds technological leadership. France is willing to support the medical equipment 
exports of Its manufacturers to Brazil. Unless the Eximbank provides competitive 
financing to U.S. firms seeking a foothold in the Brazilian market, the entire Brazilian 
market may be captured by France. The potential market is estimated to be $400 to $500 
million over the next three years. 
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The trode deficit in 1984 Is reported as $123 billion, and the current account deficit 
will exceed $100 billion, and no improvement is expected in 1985. While it is recognized 
that the Eximbank Direct Credit Program currently makes a limited contribution to 
improving these large trading deficits, we think it unwise to stop a program at this time, 
especially given the strength of the U.S. dollar today. Cutting the Eximbank credit 
programs will actually contribute to our country's trade deficit rather than reduce it. The 
Eximbank FY*84 credit pattern showed that each dollar used for Its credit programs 
supported $1.56 in export sales. If the FY*85 direct credit authorization is utilized by the 
Bank, it would support $5.9 billion in export sales. Using the generally accepted formula 
of $1 billion in export sales creating 25,000 U.S. jobs, then $5.9 billion in exports supported 
by Eximbank credits relates to 147,500 U.S. jobs In one year alone. While we are most 
sympathetic and support the Administration's drive to reduce government expenditure and 
lower the large federal budget deficit, eliminating the Eximbank Direct Credit Program 
seems wholly inconsistent and counterproductive. 
Eximbank's Competitiveness Mandate 

We believe the proposal to terminate the Eximbank Direct Credit Program is 
completely contrary to the long standing "competitiveness mandate" provision of the 
Export-Import Bonk Act which was strengthened a little over one year ago in the passage 
of PL98-I8I. This statutory mandate requires that the Bank provide direct credits, 
guarantees and insurance on terms competitive with those offered by mojor competitive 
notions and, furthermore, this provision is to be given more weight than the provisions 
concerning its overage cost of money and the shorter term requirement that the Bonk be 
self-sustaining. The 1983 amendments to the Act also required the Bonk to establish in 
cooperation with the Agency for International Development (AID) a program to permit 
U.S. exports to be supported by a combination of Eximbank, AID and private finar>cing. 
As we all know, this program has not been implemented in a nrxinner intended by the 
Congress. 
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TKe hi^ly competitive international engineering and construction market is now 
focing an increosing utilization of hi^ty concessionary "mixed credits" finance, consisting 
of a blend of conventional export and foreign aid finance. Since the U.S.A. is today not 
able to effectively match these programs, our industry hos hod to work with European 
suppliers and Japanese troding companies in order to survive competitively. The extent of 
this predatory finance program has been confirmed by Eximbank which reported in 1984 
some 22 offers by foreign competitors totaling more than $400 million and received 
unconfirmed information on a much greater number of offers. According to OECO, seven 
countries in 1980 nrxide a total of 37 offers of "mixed credits," worth $2.1 billion, and the 
some source stated that during the first nine months of 1984, 14 countries offered 238 
credits worth $5.2 billion. 
Negotiations on International Export Credit Arrangements 

Eximbank has taken the lead in the negotiations with the international Arrangement 
on Guidelines for Officially Supported Export Credits, and much'. success has been 
achieved in bringing OECD country consensus interest rates closer to country prevailing 
government bonk rates. However, the U.S. government's efforts to counter foreign tied- 
aid credits has been quite modest and the negotiations to limit the use of such subsidies 
hove not been successful. To essentially eliminate Eximbank direct credit authority and 
any possibility for providing competitive matching "mixed credits" would further handicap 
U.S. efforts in ochievlng any meaningful improvements in the Arrangement. In effect, 
U.S. negotlctors would have no "stick" or bargaining chips to work with. 
Eximbank Interest M ot chinq Program (l-Motch) 

The limited information on the proposed l-Match program we hove received thus far 
creates serious doubts that it is either an adequate or proper substitute for the direct 
credit program. The following provides a sumnrwry of our concerns. 

a.) We believe the adoption of l-Match as o means of replacing the Direct Credit 

Program at Eximbank will not only further weaken the ability of the Bonk to offer 
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competitive financing but will, in the end, cost the taxpayers more money. 
Government debt has historically been less expensive than borrowing In the 
commercial marketplace and, to potentially make that spread even greater, one 
major money center bank hinted that they might put a spread over the costs of funds 
to cover U.S. government risk. To the extent that commercial bonks are asked to 
provide funding over a period of 13-14 years, they will likely be forced into public 
sector financing which odds even more cost in the form of syndication fees. 

Another Important cost item which would surface is the Eximbank guarantee 
fee. Under the Direct Credit Program, commercial banks require a guarantee from 
Eximbank for the commercial and political risks associated with that port of the 
financing for which they provide funds (approximately 20% of the total financing). 
The cost of that guarantee is then added to the rate the borrower must pay. Under 
the l-Match program, the guarantee fee would now be assessed on 85% of the total 
financing. To be competitive, this would also have to be subsidized, adding even 
more cost to the taxpayer. 

Westinghouse has recently run a computer program using the l-Match proposal 
for the purchase by a Category II country for a plant requiring $1 billion in financing. 
Using a Private Export Funding Corporation (PEFCO) interest rate of 13% per annum 
plus fe% Eximbank guarantee fee with 15 years' repayment and 7 years' drawdovm, 
the net present value of the interest differential (when compared to OECD interest 
rotes) amounted to $52 million. A purchase by a Category III country would of 
course produce a much larger interest differential. These amounts if subsidized 
under l-Match would wipe out more than half of the $I(K) million subsidy budget on a 
single large project. 

It should also be noted that Eximbank interest earnings ore exempt fronn 
foreign withholding taxes. Presumably, private lenders ore not exempt, thus 
resulting in either a higher interest charge to the borrower above the consensus rote 
or the l-Match subsidy budget being used faster. 
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b.) I-Match limits the amount of credit available to $1.8 billion In FY^, and we 
feel this will fall far short of the legitimate manufacturing and services exporting 
requirements. We now expect exports to revive from the obnornrKilly low levels of 
the last two or three years; and a reduction in export credit availability at this time 
will inevitably lead Eximbank to avoid supporting nrKijor projects where the USA 
usually has a strong technical advantage. The Bank will be forced to concentrate on 
stretching limited authority over nrKiny smaller projects ond deny credit requests for 
major projects. 

c.) The Commercial banking community does not believe the I-Match plan will be 
useful to It, and therefore only fixed rate lenders such as the PEFCO and possibly 
some investment bankers could operate under the proposed scheme. As the subsidy 
scheme is so heavily dependent on PEFCO, we would hove to be convinced that it 
would continue to be capable of handling this additional burden. Moreover, even If 
PEFCO might be able to provide the support, the I-Match program would be 
vulnerable to interest rate fluctuations. Increases in nrxirket Interest rotes would 
deplete the Bank's interest subsidy budget at a much faster rote, and as a result 
Eximbank would not be able to provide support for the full $1.8 billion in exports, 
d.) The question of meeting predatory "mixed credit" competition has been ignored 
completely in the I-Match program. In our industry we find this a serious continuing 
problem, ond it is evident thjt the Administration has conceded this entire field to 
foreign exporters. 

In the international engineering and construction industry under present 
conditions, we have found the Bank's terms noncompetitive with European and 
Japanese finance programs with the result that we might often pass over Eximbank 
in the evaluation of our financing requirements. A recent example of this Involved 
Kellogg Rust's proposal to the r.'ational Fertilizer Corporation of Thailand for a new 
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an opportunity for the procurement of at least $160 million In materials anu 
equipment from a country offering the most competitive finance progranru Coupled 
with Kellogg Rust's technical and commercial proposal was an offer of financing 
which was a requirement of the Invitation to Bid. Not less than el^t industrial 
countries of the world offered "mixed credits" (combining AID type financing and 
direct credits). Our Exlmbanl< offered only the consensus terms which were not 
competitive. This decision forced us to once again turn our bocks on some 90 U.S. 
suppliers in favor of their overseas competitors. 

e.) The basic thrust for the I -Match program has been the 0MB effort to eliminate 
or reduce a number of federal lending programs. In our opinion, Eximbonk total 
credit authority simply cannot be treated in the some manner as other annual 
federal budget expenditures. Direct credits are shown as expenditures in the federal 
budget, but in reolity are lines of credit which are repaid to«.Eximbank in U.S. 
dollars. It should be noted here that no U.S. dollars leave our country . The U.S. 
Treasury loans the funds to Eximbonk and repayment is mode to Treasury from the 
collections of interest and principal by the Bonk. In fact, the principal impact of 
the direct credit program on the federal budget is the monetary differentkil 
between the cost of borrowing and lending. The "short term fix" recommended by 
0MB is therefore illusory end will be more costly in the long term to the U.S. 
economy and its exporting efforts. This clearly meons fewer jobs, therefore greater 
financiol burdens on the federal ond stote governments ond lower revenues to both . 
We believe there is strong support in the Congress for continuing and increasing the 
competitiveness of Eximbank's present programs, particularly in the li^t of the growing 
trade deficits, the high U.S. dollar value and a consequent loss of jobs to our over s ea s 
competitors. In our candid opinion, we view l-Match as the opening wedge in the ultimate 

elimination of competitive export financing programs coming from the U.SJV* The 
prospect of losing these important export enhancement programs has critical Implicotiont 
for American labor, industry and government. 

We urge this Committee to continue its post strong support and encouragement of 
the Eximbonk Direct Credit Programs and the competitiveness mandate already < 
in the 1983 low. 
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Chairman Neal. Mr. Sohn. 

iTATEMENT OF STEPHEN SOHN, PRESIDENT, BANKERS TRUST 
INTERNATIONAL CORP., AND CHAIRMAN OF THE EXPORT FI- 
NANCE WORKING GROUP, U.S. CHAMBER OF COMMERCE 

Mr. Sohn. Thank you, Mr. Chairman. I am Stephen Sohn, presi- 

lent of Bankers Trust International Trading Corp. I am also chair- 

of the Export Finance Working Group of the U.S. Chamber of 

mmerce. 

Today I am testifying on behalf of the chamber. 

We welcome this opportunity to present our views on the admin- 
^istration's proposal to replace Eximbank's direct loans program 
"-with an interest rate subsidy matching system. The chamber 
-argues for retention of Eximbank's direct loan program. It has 
withstood the test of time. It has proven to be America's most effec- 
tive weapon in the OECD negotiations, and it has demonstrated its 
cost effectiveness in actual practice. 

The ostensible reason for the proposed I-MTCH program and the 
attendant termination of the direct loan program is that the course 
of action appears to be more consistent with the overall objective of 
reducing Federal expenditures. On February 13, 1985, the cham- 
ber's board of directors stated that across-the-board Government 
spending reductions would constitute the first priority of adminis- 
tration policy and business would accept a fair share of reductions 
in business-oriented programs. Such reductions would include the 
direct loan program. And the board did not concur with the admin- 
istration's proposal to replace Eximbank's direct loan program. The 
chamber maintains that the elimination of this vital program 
would gravely impair the Bank's ability to perform its primary 
function of offsetting the distorting effects of foreign government- 
supported export subsidy practices and the already weakened inters 
national comnpetitive position of U.S. firms. 

The chamber's longstanding support for an aggressive, strong Ex- 
imbank derives from our basic conviction that trade relations based 
on market forces best serve the U.S. economy, not protectionism or 
subsidies. 

Our goal continues to be the elimination of export credit subsi- 
dies worldwide and the goal of having Eximbank ultimately 
become a guarantee and insurance agency, but Eximbank must re- 
spond to the reality of today's widespread foreign government 
credit subsidies and certain capital market imperfections. 

Lost sales which a U.S. supplier should have won, based on com- 
mercial terms, means lost jobs, lost economic growth, lost tax re- 
sources, and lost opportunities for U.S. technological leadership. 

Eximbank has, can, and should play a strong role in helping to 
correct the distorting of foreign government financial subsidies. By 
neutralizing these distortions, Eximbank helps restore export sales 
competition to a commercial market basis and strengthens the abil- 
ity of the United States to ultimately negotiate an equitable multi- 
national export credit agreement. 

But only an effective direct loan program can provide such sup- 
port. The program is inexpensive in its support of the American in- 
dustrial export base. It has been the primary factor in the Bank's 
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ability to respond effectively to foreign government intervention in 
the export finance market, whether it be in support of aircraft, 
powerplant mixed credit, or a medium term, smaller business 
transaction. This efficiency has been the major tool in the adminis- 
tration's success in the OeCD negotiations. 

As I have stated previously, the chamber's board would accept a 
reduction in the direct loan program. My own concern is what 
occurs if the economic recovery of international markets generates 
higher levels of business opportunities than presently anticipated 
unless the lowered direct loan level is fully utilized. 

In fiscal year 1984, the President stated in his budget requests to 
Congress that should additional direct loan resources be needed to 
match foreign subsidized credit competition the President will seek 
an additional $2.7 billion in direct loan authority. 

A similar commitment by the administration is needed for fiscal 
year 1986. This would alleviate much of industries' present difficul- 

The $123 billion U.S. trade deficit for 1984 is a blatant reminder 
that America's exporters need every form of support available. 

This committee helped develop and supported the 1983 legisla- 
tion for a tied aid program, which has effectively assisted U.S. ex- 
porters facing predatory mixed credit financing. The tied aid pro- 
Sam has been used offensively to neutralize foreign subsidies and 
IS simultaneously sent a strong signal expressing clearly the will 
of Congress and the administration to end predatory financing 
techniques. 

The I-Match proposal will snuff out Eximbank's mixed credit ca- 
pability and thus provides an opening for our trade competitors to 
act with impunity. The importance of a strong U.S. export perform- 
ance has never been more crucial to our economy than now. 

The U.S. trade deficit is at record levels and worsening. The high 
U.S. dollar and intense foreign competition for weak foreign mar- 
kets compound the difficulties of U.S. exporters in closing the trade 
gap. 

The Eximbank's direct lending program is a proven invaluable 
tool for helping U.S. exporters win business they would otherwise 
have lost due to the intervention of foreign governments in the 
export markets. 

Moreover, the continued operation of this program provides the 
incentives for our trading partners to negotiate the eventual elimi- 
nation of all forms of government export subsidies. 

Accordingly, the chamber recommends that Exim's direct loan 
program be retained and further adapted to provide the basis for a 
strong U.S. mixed credits program. 

The proposed I-Match program raises too many questions as to 
its ability to provide U.S. exporters with the same type of support 
now being provided by the direct loan program. 

A concern is immediately raised, wherein the President's budget 
proposals for 1986 — and I quote. He states: ''The purpose of this in- 
terest rate subsidy program is to enable the Bank to respond selec- 
tively to confirmed officially subsidized export credit competition 
and to further the administration's efforts to seek international 
agreements to the elimination of all officially subsidized export 
credits." 
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The term "selectively" obviously must be explained, and I do not 
^^-niderstand how this reduced program proposal can satisfy tiie 
^^^*ated goal of honoring a valid agreement. 

These and other questions raised by members of the U.S. export- 
and financial community must be answered before further con- 
ideration be given to the proposal. These questions include limita- 
ions on volume, types of transactions that would be selectively 
ipported, the n^ative political implications of having a direct 
•ubsidy program, the n^ative implications ending the U.S. mixed 
^Ci^redit program. 

A modem and vital Eximbank can help U.S. business compete on 

^ market basis worldwide. In this way the Bank benefits the entire 

TJ.S. economy, supporting jobs, adding to the GNP, and increasing 

tlie tax revenue base, not only of the Federal Government but of 

State and local governments as well. 

A strong Eximbank can signal our foreign competition that this 
Nation fully recognizes the importance of international trade and 
the realities of the marketplace and is prepared to meet the chal- 
lenge of world competition. We should put ourselves in a position 
to prove that when it comes to trade the United States means busi- 
ness. 
Thank you. 

[The prepared statement of Mr. Sohn on behalf of the U.S. 
Chamber of Commerce follows:] 
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STATE^tNT 

on 
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before the 

SUBCOMMITTEE ON INTERNATIONAL TRADE. INYESThtNT AND MONETARY POLICY 

of the 

HOUSE COMMITTEE ON BANKING, FINANCE AND URBAN AFFAIRS 

for the 

UNITED STATES CHAMBER OF COMMERCE 

by 

Stephen Sohn 

March 7, 1585 



I am Stephen Sohn, President of BT International Trading Corporation, a 
subsidiary of Bankers Trust Company. I am also Chairman of the Export Finance 
Working Group of the Export Policy Task Force of the United States Chamber of 
Commerce. I am testifying on behalf of the Chamber today. 

The Chamber welcomes this opportunity to present its views on the 
Administration's proposal to replace the Export- Import Bank's direct credit 
program with an Interest rate matching system. 



Summary of Eximbank Interest Rate Matching Program 

The Eximbank announced Its Interest rate matching program, "I-Match," on 
February 5, 1985. Participating financial Institutions under I-Match will, as 
stated by the bank, provide "a long-term fixed rate loan at OECD [Organization 
for Economic Cooperation and Development] International Agreement rates in 
support of a transaction involving the sale of U.S. exports. In turn, 
Eximbank will fully guarantee the principal interest on the loan and also pay 
to the financial institution an additional amount of Interest, if necessary, 
so as to enable it to earn a market rate of return on the loan." The direct 
Interest subsidy would be limited to $100 million for Fiscal Year 1986 
(FY '86), net of fees estimated to add another $36 million, which would support 
approximately $1.6 billion in total export volume. 
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The new program for "buying down" private sector export loans, to levels 
that would meet foreign subsidies, would replace the existing direct loan 
program of Eximbank. Total Eximbank guarantee and Insurance authority would 
J>e Increased from $10 billion to $12 billion. 



Sumnwry of Chamber Position on Direct Loan Program and 
Proposed Interest Rate Matching Pogram 

Essentially, the Chamber urges retention of Eximbank 's direct loan 
program,, although we would accept reductions In Its funding. It Is a 
time-tested program that has proven to be America's most effective weapon In 
the OECD negotiations and has demonstrated Its cost-effectiveness in actual 
practice. The Chamber does not support the replacement of the direct lending 
program by the proposed Interest rate matching program. Too many unanswered 
questions exist about the proposal's ability to provide U.S. exporters with 
the type of support now provided by the direct lending program. 



Chamber's Position on Administration's Budget Proposals 

On February 13, the Chamber's Board of Directors met to consider a 
comprehensive Chamber response to the Administration's budget proposals, with 
particular reference to programs of concern to business. 

Accordingly, the Board stated that a cross- the -boa ro government spending 
reductions should constitute the first priority of government policy and that 
business would accept a fair share of reductions in business-oriented 
programs. Such reductions would include programs in the Small Business 
Administration (SBA) and the direct loan program of the Export- Import Bank, 
The Board, however, did not concur with the Administration's proposal to 
eliminate the Eximbank 's direct loan program. The Chamber maintains that 
elimination of this program would gravely impair the Bank's ability to perform 
its central function, to offset the distorting effects of foreign government 
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export support practices on the competitive position of U.S. flrws In export 
markets. 



Long-Standing Chamber Support for Exlmbank's Direct Loan Program 

The Chamber's long-standing support for a strong and aggressive 
Export-Import Bank derives from Its basic conviction that what best serves the 
U.S. economy are trade relations based on market forces, not subsidies or 
protection. Therefore, our goal continues to be the elimination of export 
credit subsidies worldwide. We strongly support U.S. negotiations towerds 
this goal. 

To assist In moving world conditions toward the Ideal of non-subsidized 
competition, U.S. Institutions — Including the Eximbank — must respono to 
reality. And reality Is characterized by widespread foreign government credit 
subsidies and certain capital market Imperfections. Lost sales which a U.S. 
supplier should have won, based on commercial terms of a competitive bid, mean 
lost Jobs, lost economic growth, lost tax resources and lost opportunities for 
U.S. technological leadership. Foreign credit subsidies should not be 
permitted to deny American firms and workers the benefits of trading at our 
full export potential. 

The Eximbank has, can and should play a strong role In helping to 
correct the distorting effects of foreign government finance subsidies and 
other capital market Imperfections. By neutralizing these distortions, 
Eximbank helps restore competition of export sales to a market basis and 
strengthens the ability of the U.S. to negotiate for a stronger discipline on 
export credit subsidies. 

The direct loan program Is a particularly potent factor In the Bank's 
ability to respond quickly and effectively to foreign government Intervention 
In the export finance market. Within the limits of Its application to certain 
types of transaction and regions, it has a degree of flexibility and Impact 
that has played a major part In the efforts to bring about a negotiated 
settlement to government export subsidy programs. 
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General Cowiients on Proposal to tllwlnate Exlwbank 's 
Direct Loan Program 

The $123 billion U.S. trade deficit recorded In 1964 1$ a blatant 
reminder that Anterlcan exporters need every form of support available to 
them. Without the Eximbank's direct loan program, our trade deficit would be 
even greater. One would think that very sound reasons would be advanced to 
Justify the elimination of this Congressional ly-mandated, proven program. In 
favor of an untried system. However, little evidence has been presented to 
show that the proposed I-hatch program would be able to provide equivalent 
support, either In the Immediate future or In the long run. 

We must emphasize that our objections are not directed to the I-Match 
proposal £er se but reflect serious doubts about Its ability to provide 
exporters with support equivalent to that provided by the direct loan 
program. Similarly, In these times of massive federal deficits, the business 
sector Is ready to lend Its support to realistic proposals for reducing 
government spending. The elimination of the direct loan program appears to 
represent more of an accounting exercise than a tangible savings In direct 
federal expenditures. Generating .support for a proposal that would not even 
achieve Its avowed objective is difficult. 

A further major reservation with the proposed change Is that It 
effectively takes the Eximbank out of the mixed credits program. Foreign 
mixed credits activity continues unabated, and the only reasonable hope for 
Its eventual elimination lies In the willingness of the United States 
government to support Its export sector aggressively with similar resources 
and commitment. 

The Administration has justified elimination of the direct lending 
program on the grounds that much progress has been made In the OECD 
negotiations. Significant progress has been achieved and Is applauded by the 
export sector. Any progress made, however, does not extend to the competition 
in the important developing country markets: predatory export financing and 
mixed credits are rife in these regions, and elimination of the U.S. direct 
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lending program would remove the major U.S. bargaining chip at a time It Is 
most needed. 

The Administration has proposed an expansion of the Eximbank's guarantee 
program. The Chamber supports this strongly. In fact, we would prefer that 
all Eximbank export support be In .the guarantee and Insurance areas. 
Unfortunately, we still live In a world In which predatory export financing Is 
a fact of life. The direct loan program Is one of the few weapons available 
to exporters In responding to foreign direct credit activities. To eliminate 
the direct loan program would therefore simply add to the uncompetitive burden 
already being carried by U.S. exporters. 

We must also recognize that successful bids for large-sized Items and 
projects are based on continuity of exporter-oriented programs due to the long 
lead times ne«»ded for construction and Installation. Once again, the U.S. 
government Is asking exporters and foreign customers alike to amend their 
usual negotiating format and planning basis. Many companies have already 
shifted their sourcing abroad because of the overvalued dollar, but such a 
change by Eximbank essentially eliminates the possibility of these sales being 
sourced In the U.S. once the major foreign currencies strengthen against the 
dollar. 

Before turning to examine the proposed Interest subsidy progran In 
detail, I would like to respond to the assertion that the direct lending 

program Is suspect because Its authorization levels have not been fully 

utilized In recent years. This reflects the reality of depressed foreign 

export demand and the effects of the high dollar. When business strengthens 

In foreign markets, the demand by U.S. exporters for direct credits will pick 
up again. 

Further, Eximbank has not been as accessible as formerly. For example. 
It Is not ready to provide direct loan support for eyery export transaction 
encountering foreign government subsidies. For project financing In Africa, 
for Instance, Eximbank will only consider a few countries while In Latin 
America many of the key markets are not covered. 
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Exlwbank's I-Match Program 

The I-Match Program was announceci with little opportunity for the 

-J>usiness sector to coinment or otherwise offer suggestions for modifications. 

FSany conceptual and technical aspects of the proposal require serious and 

careful consideration before a program is developed that would be truly 

competitive with the export finance program of other foreign countries. 

Accordingly, a detailed study should be undertaken by Eximbank in 
conjunction with the exporting and financing communities to determine if an 
interest subsidy program can be developed that would provide support 
equivalent to that of the direct lending program. I understand that the 
Subcommittee has had access to Senator Pete Domenlcl 's survey of exporters and 
financial houses on the feasibility of the interest rate subsidy proposal. 
The responses to this survey, although undertaken on extremely short notice, 
consistently identify the same objections to the proposed system. These may 
be summarized as follows: 

Limitations on Sources of Private Capital 

The I-Match program has built-in constraints which, despite its 
"competitive bidding" claims, would exclude important sectors of the 
capital market. Most commercial banks prefer to conduct their lending, 
certainly for large amounts, on a floating-rate basis, but the program 
will be based on fixed rates of Interest. According to the responses to 
the Domenlcl survey, even the major banks would have problems 
participating on a fixed-rate basis, in view of the basic banking 
necessity to hedge their costs. Smaller regional banks, with limited 
access to Treasury backup funding, would be virtually excluded. 

In the case of the regional banks, this has an addeo negative impact as 
these institutions play a significant role in the export credit 
servicing of smaller and medium-scale businesses. Businesses In these 
categories have borne a disproportionate cost in the relative decline of 
U.S. export performance. Unlike larger enterprises, they are unable to 
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Offset some of the effects of the high dollar and foreign export 
subsidies by sourcing production abroad. 

Foreign banks, whose participation In the syndication of major U.S. 
export transactions Is often critical, would likewise encounter great 
difficulties in utilizing the Interest rate subsidy. The requirements 
of the program, particularly the fixed-rate mandate, would discourage 
foreign bank participation with a consequent detrimental effect on U.S. 
export volume. 

The fixed-interest rate provisions of the I-Mtch program also pose 
crippling restraints on the availability of capital sources other than 
commercial banks. The transferability restrictions, for example, 
respecting trade in Eximbank's guaranteed obligations, would probably 
prevent Insurance companies and other institutional lenders from 
participating in the program. Related technical problems, contributing 
to the same effect, would include documentation, credit analyses, size 
of transactions, delayed procedure and maturities discrimination. 

Given the I -Match program constraints on the participation of commercial 
banks and institutional lenders, the Private Export Funding Corporation 
(PEFCO) may be the only significant lending facility that could play a 
role. However, PEFCO raises two serious problems: the lack of 
competition to bid down the subsidy received by PEFCO and PEFCO 's 
tendency to restrict the utilization of private capital sources Involved 
in specific export transactions. This is due to the Treasury 
Department's policies, previously referred to in the conttxt of 
transferability requirements, which guard against the possibility that 
Eximbank guaranteed rates compete against new Treasury Issues. 

Coverage Limitations of Interest Rate Subsidy Program 

The FY '86 funding for the I-f'«tch program would total $136 million with 
$100 million raised from Eximbank's retained earnings and $36 million 
from fees. This $136 million would support $1.6 billion In export 
loans. When these ceilings are applied to the different lending rates 
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which vary by country category, and shifts in interest rates are 
considered, a few large projects would quickly wipe out the amounts 
allotted. Should interest rates rise, the subsidy budget would be drawn 
down all the more quickly: should the rates fall, the total export 
volume supported would still be capped at $1.8 billion. 

Political Concerns with Direct Subsidy 

Eximbank has always had to justify its programs to the Congress, anc a 
principal argument in favor of the direct lending program has been its 
identity as a non-subsidy program. Further, the prospects of an annual 
appropriation to fund the subsidy program would introduce a crippling 
element of uncertainty. Usually, subsidy appropriations are delayeo 
until the end of the fiscal year: with Eximbank preliminary commitments 
typically taking six months or more to convert into loans, the bank's 
operations would effectively be in suspense for half of each working 
year. 

Mixed Credits 

The case for a strong U.S. mixed credits program has been aggressively 
advocated by the U.S. export sector in recent years and acted upon by 
the Congress. This Subcommittee in particular earned the praise of the 
export community for its decisive role in the development of the 
program. The mixed credits legislation enacted in 1983 provided the 
basis for an effective program, and this year the export community was 
confident that modifications would be introduced to place the program on 
a truly workable footing. The switch to an interest rate subsidy, 
however, would effectively rule out mixed credits as far as the Eximbank 
is concerned. 

This means that foreign mixed credits activity would continue with 
impunity, safe in the knowledge that the United States government had 
withdrawn support from its exporters. 
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Conclusion 

A strong U.S. export performance has never been more critical than 
jiow. The U.S. trade deficit Is at record levels and Increasing. The high 
U.S. dollar and Intense foreign competition for weak foreign markets compound 
the difficulties of U.S. exporters in closing the trade gap. 

The Eximbank's direct loan program Is a proven, Invaluable tool for 
helping U.S. exporters win business they would otherwise have lost due to the 
Intervention of foreign governments in export markets. Moreover, the 
continued operation of this program provioes the incentive for our trading 
partners to negotiate the eventual elimination of all forms of govemnent 
export subsidies. 

Accordingly, the Chamber recommends that the Eximbank's direct loan 
program be retained and further adapted to provide the basis for a strong U.S. 
mixed credits program. We would accept reductions in the program, however, as 
a means toward meeting FY '86 budget deficit reduction goals. 

The proposed I-Mtch program raises too many questions regarding Its 
ability to provide U.S. exporters with the same type of support now being 
provided by the direct loan program. These questions Include the limitations 
on volu«e and types of transactions that would be supported, the negative 
political Implications of a direct Interest subsidy program and the negative 
Implications of ending the U.S. mixed credits program. It might be tried on 
an experimental basis, but It should not be viewed as a satisfactory 
alternative to the direct loan program at this time. 

These and other questions raised by members of the U.S. exporting and 
financial community must be answered before further consideration be given to 
the proposal . 

A modern and vital Eximbank can help U.S. business compete on a market 
basis worldwide. In this way, the Bank benefits the entire U.S. econo«iy, 
supporting jobs, adding to the GNP, and increasing the tax revenue base, not 
only of the federal government, but also of state and local governments. 

A strong Eximbank can to signal our foreign competition that this nation 

fully recognizes the Importance of international trade and the realities of 

the market place and Is prepared to meet the challenge of world competition. 

^We can put ourselves In a position to prove that, when It comes to trade, the 

United States means business. 
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Chairman Neal. Thank you, Mr. Sohn. 
Mr. Roberts. 

STATEMENT OF RICHARD ROBERTS, PRESIDENT OF THE 
NATIONAL FOREIGN TRADE COUNCIL [NFTC] 

Mr. Roberts. My name is Richard Roberts, president of the Na- 
tional Foreign Trade Council, which is an association of about 550 
U.S. companies, including banks and exporters which have interna- 
tional operations. 

Because my predecessors on the panel have very ably covered the 
main points that are included in our own written testimony, I will 
be exceedingly brief. 

Members of the council favor continuation of Eximbank's direct 
loan program and oppose its elimination. The basic reason is Exim- 
banks direct loan program provides crucial support for U.S. ex- 
porters of capital equipment, which is essential at a time when our 
Nation is confronted with record trade deficits. 

As respects the I-Match program, we can certainly commend the 
Eximbank staff for efforts to develop a viable alternative to the 
direct loan program. However, we believe there are some problems 
with it. Certain elements of the program as presently formulated 
are not workable for commercial banks. I will get back to that in a 
moment. 

Second, we believe the proposed funding is insufficient. j 

For 1986, the proposal is $136 million, which would support 
about $1.8 billion in loans. We think, roughly, that figure should be j 
doubled for the reasons that Mr. Sohn mentions; that is to say, i 
growth in exports next year can be anticipated. 

We are very concerned as to whether the Congress will sustain 
the I-Match program in the future. A program which involves pay- 
ment of an annual subsidy to money center banks is at risk. That 
is just a political reality, and the uncertainties which would be in- 
volved if the program was not to be continued or were scaled down 
would be extremely harmful for exports. 

Finally, we are concerned that there appears to be no realistic 
Eximbank program to combat mixed credits. I-Match would not 
subsidize lending rates below OECD minimums. 

Now, to turn briefly to our specific concerns regarding the I- 
Match program, we see three problems. 

The first is the fixed interest rate problem. Commercial banks 
make loans at floating rates. I-Match contemplates fixed rates. To 
attract commercial banks the program would have to subsidize a 
floating interest rate. 

The assignability problem. Banks need from time to time to sell 
or transfer assets such as loans. They need the power to assign an I 
Eximbank-guaranteed asset. As matters now stand, Eximbank's 
written consent is needed to such a transfer, and it is very difficult 
to obtain. 

The third problem, the drawdown problem. Lenders do not make 
fixed rate loan commitments on loans which are drawn down over 
a several-year period. There may be a not too difficult solution to 
that which would involve a single drawdown, keeping the unused 
balance in escrow or repricing the fixed rate loan each time it is 
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disbursed. But those need to be looked at and studied more thor- 
oughly. 

So, Mr. Chairman, our conclusion is very simple. We strongly 
favor retaining the direct loan program. We are therefore opposed 
to section 104 of H.R. 1320. 

We recommend, however, that efforts be made to develop on a 
pilot program basis an I-Match Program which would with further 
work and through trial and error address the concerns of exporters 
and commercial bankers. 

Thank you. 

[The prepared statement of Mr. Roberts on behalf of the Nation- 
al Foreign Trade Council [NFTC] follows:] 
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STATEMENT OF THE N.\TIONAL FOREIGN TRADE OMJNCIL, INC. 

BEFORE THE SUBCOMMITTEE ON INTERNATIONAL TRADE, INVESTTENT 

AND MONET.ARY POLICY OF THE HOUSE RANKING, FINANCE AND 

URR^N AFFAIRS COMMITTEE REGARDING THE PROPOSALS TO ELIMINATE THE 

DIRECT LENDING PROGR^M OF THE EXPORT- IMPORT BANK AND 

SUBSTITUTE AN INTEREST RATE SUBSIDY PROGRAM (I-MATCH). 

March 7, 1985 
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STATEMENT OF THE NATION.^L FOREIGN TRADE COUNCIL, INC. 

BEFORE THE SUBCOflMITTEE ON INTERNATIONAL TRADE, INVESTTEWr 

AND MONETARY POLICY OF THE HOUSE BANKING, FINANCE AND 

URBAN AFFAIRS COMMITTEE REGARDING TOE PROPOSALS TO ELIMINATE THE 

DIRECT LENDING PROGRAM OF THE EXPORT-IMPORT BANK AND 

SUBSTITUTE AN lOTEREST RATE SUBSIDY PROGRAM (I-MATCH). 

fterch 7, 1985 

The National Foreign Trade Council, an association of over 550 U.S. 
firms engaged in international business, views with concern the proposal 
in the Administration's' 1986 Budget to eliminate the Direct Lending Program 
of the Export- Import Bank and substitute an interest rate subsidy program. 

The Direct Lending Program 

The Direct Lending Program has been a crucial support to U.S. exporters 
of capital equiprent in their efforts to remain canpetitive in international 
markets despite the strong dollar and the increasingly innovative efforts 
of foreign governments to support their exporters with low cost financing. 
At a time of record U.S. trade deficits we are concerned that the proposed 
fundamental changes in the Eximbank's way of doing business will reduce 
its scope and inhibit participation by financial institutions, injecting 
an additional element of uncertainty into an already difficult environment 
for U.S. exports. Despite its imperfections, the Direct Lending Program 
is knovm, understood and used by foreign purchasers of U.S. capital equipment. 
The new program would raise again the suspicions that the United States is 
not sufficiently ccmitted to its export programs to be a reliable supplier 
of eauipment on attractive financing terms. 

A number of the Council's members are seriously concerned that the 
proposed interest rate subsidy urogram (I-MATCH) would not be workable in 
many instances and would be so politically vulnerable that it would be 
eliminated soon, leaving the U.S. exporters with no lending program at all. 

If this were to happen, the private sector would not step in and make 
the loans now made under the Direct Lending Program. The fixed interest 
rates required would in many cases be unecononic for conmercial lenders, the 
grace periods and maturities would be too long, and the country risks %#ould 
not be acceptable. The proposed I-MATCH program attempts to deal with several 
of these impediments, but at its present stage of development it has not fully 
overcome them. 

For the above reasons the Council urges the Administration and the 
Congress to retain the Direct Lending Program of the Eximbank, and to authorize 
sufficient commitments under it so that proper advantage can be taken of the 
export opportunities likely to appear in 1986 and beyond as the world econcray 
accelerates. 
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A pilot program which would include elements of the I-MATCH proposal, 
amended to reflect the concerns of exporters and the financial cormunity, 
should be instituted for the purpose of determining whether a workable 
alternative to the present Direct Lending Program is feasible. 

The Proposed Interest Rate Subsidy Program (I-MATCH ) 

The Council recognizes that the proposed I-MATCH program represents 
a serious effort on the part of the Administration to create a viable 
substitute for the Direct Lending Program, having less impact on the federal 
budget. Under this prcfcjram the Eximbank would make commitments as it now 
does under the Direct Lending Program. Prior to the first disbursement 
of a loan, however, Eximbank would call for bids from gualified lenders 
and would take the lowest fixed- rate offer. These offers could cone from 
a variety of potential sources, including oorrmercial banks, investment 
banks, insurance companies and the Private Export Funding Corporation (PEFOO). 
The funding source would supply the loan funds. Eximbank would provide 
a full guarantee of principal and interest and would pay the lender(s) the 
difference between the OECD minimum rate paid by the borrower and the 
cormercial rate charged by the lender. 

The total amount set aside for this activity in 1986 would be $136 million, 
which Eximbank calculates would support $1.8 billion of loan activity. This 
amount is insufficient, even if I-MATCH is changed so as to make it workable. 
Based on the recent past the amount might be adequate, but the purpose of 
Eximbank, and the goal of the U.S. export community, is to expand exports of 
capital equipment. The Administration should contemplate a limit of at least 
the S3. 85 billion in the present Direct Loan Program, The impact of I-MATCH 
on the federal budget would still be only $291 million at that level. 

Before we get to amounts, however, the question remains: would such a program 
attract lenders in sufficient volume to make it viable? The answer, we 
believe, is: not in its present form. However, with some fundamental changes 
in U.S. Government policy regarding Eximbank funding and guarantees, it might 
be made to work. The Congress should not consider adopting this program 
unless it is also (A) willing to direct the Administration to make such policy 
policy changes and (B) willing to stick with this program over a prolonged 
number of years. The issues we refer to are outlined below: 

1. Ccmmercial banks make term loans at floating interest rates, because 
the cost of their funding fluctuates. For this reason they are not likely to 
bid at fixed interest rates on term financing under this program. To attract 
cxwinercial banks, therefore, the program would have to subsidize a floating 
interest rate (nonnally related to the London Interbank rate), as is done in 
a number of the competing European export financing programs. 

2. The longest Eximbank loan commitments, for large nuclear and hydro- 
electric power projects, can have grace periods of 5 to 7 years and final 
repayment dates up to 22 years after the signing of the loan agreement. 
These terms are longer than coninercial banks prudently can consider, even 

-with an Eximbank guarantee. 
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It is true that the problems outlined in paragraphs 1 and 2 above 
might be avoided by bringing in lenders other than coninercial banks, 
for instance, insurance companies, pension funds or other institutional 
investors, which are accustomed to lending at fixed rates for long periods of 
time. Such lenders might be brought into -the proaram by investment banks, or 
by the investment banking divisions of the corrmercial banks. If these institu- 
tional sources are used, however, other problems appear and must be adequately 
dealt with, as follows: 

3. Although institutional investors may intend to hold an asset to 
maturity, they want the ability to sell it if they need to. In seme cases 
there are legal requirements that they be able to sell the asset. For this, 
the guarantee of the Eximbank would have to be assignable. At present, it is 
not assignable without Eximbank 's written consent auid Eximbank is not well 
disposed to giving such consent. This policy, which originates at the U.S. 
Treasury, would have to be changed. Free assignability, at least among 
certain categories of investors (e.g. n.s. corporations and financial institu- 
tions), would have to be permitted. 

4. Recause interest rates fluctuate, institutional investors do not 
make fixed rate loan comnitments for investments a long time in advance. 
This would not pose a problem at the first disbursement of an Eximbank loan, 
when the institutional investor could quote a rate on an investment to be 
made at most a few weeks later. Many Eximbank loans, however, have disburse- 
ment periods which extend over 2, 3 or even 7 years, covering payments to U.S. 
exporters for equipment shipped during the construction of overseas projects. 
Institutional investors would not conmit at the time of the first disbursement 
to lend at the same rate for all subsequent disbursements. This problem could 
be dealt with either (1) by allowing the borrower to draw down the entire loan 
commitment at the first disbursement, holding the unused portion in escrow 
until it is needed, or (2) by repricing the fixed rate loan for each 
disbursement at the time it is disbursed. 

5. The I-MATCH program contemplates a 10-day lag between a loan maturity 
and the payment of a claim by Exindbank under its guarantee in the event that 
a borrower does not pay the amount due at that maturity. Institutional 
investors are accustomed to guarantees which will pay on the due date. V3hile 
the proposed form of Eximbank guarantee might be saleable to institutional 
investors with this 10-day provision, it would increase the interest rate at 
which the institutional investor would be willing to lend. 

6. Some loans under this program may be too small to interest the 
institutional market. 

7. Investors would have to be assured that the I-MATCH program will be 
sufficiently large and on-goina to ensure liquidity over the life of the 
debt. A new issue volume of at least $1-2 billion per annum should be 
sufficient to provide this assurance. If, however, the proqram is viewed as 
short-lived, this could have an adverse impact on its widespread acceptance. 
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Sunnorters of the I-?IATCH program are confident that the Private Export 
Funding Corporation (PEFOO) can use the program in its present form, and 
indeed it appears that for most transactions PEFGO would be prepared to do 
so. Reliance on one comercial lending source, however, is not enough to 
ensure the stability of the U.S. export finance effort. Further, we do not 
believe that the management of PEFCO would like to be put into the position 
of having to sustain the entire burden of supplanting the Eximbank Direct 
liending Program. 

Tt>e I-MATCH Medium Tenn Program 

A medium term I-MATCH program has been proposed for transactions of up 
to $5 million. The smaller transactions under this program may not attract 
institutional investors, so it will be important that the program be attractive 
to commercial banks. In its present form it is not, for a variety of reasons: 

1. The lender would be guaranteed a return of one percent over the 
fixed U.S. Treasury rate for the same term as his loan, determined at the 
time of the disbursement. The return is to be reduced by the required one-half 
percent guarantee fee, paid to Eximbank. Banks do not fund themselves in 
markets related to Treasury securities. Their deposits have a higher oost and 
they will regard this return as inadecruate. 

2. The Eximbank 2% up front "credit application fee" has been added to 
the proaram. According to the program description it "will be charged to the 
financial institution on the principal amount of the loan". This 2% fee — 
which has been one of the drawbacks of the Eximbank Direct Lending Program — 
has hitherto not been a part of Eximbank 's medium term programs. Even if the 
lending bank is allowed to pass the fee on to the borrower, it will make the 
program unpopular with U.S. exporters and their custaners abroad. 

3. As proposed, the proaram appears to require the Eximbank guarauitee 
in all cases, even those where a bank would be willing to take the risk 
itself. This adds unnecessary cost to the loans that will be made to the 
best foreign buyers. 

4. To utilize the program, one must prove that there is government- 
assisted foreign competition. The standards for such proof are too stringent 
to be followed in the real world, where the foreign customer is not likely to 
divulge that information. 

5. The Guarantee is not easily trans ferrable. 

Mixed Credits 

In the 1983 amendments to the Eximbank Act the Congress directed Eximbamk 
to set up a programs to combat "Mixed Credits" — the practice used by many 
competing countries of mixing a certain amount of AID money with a conventional 
export credit in order to produce a blended financing cost which is well below 
market — and well below the OBCD minimuns adhered to by Eximbank. 
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The I-MATCH proqrami as proposed would not subsidize a lending rate belcv the 
OECD minimums. Adoption of the Administration's proposals would therefore put 
an end to the United States* effort to protect its exporters against mixed 
credits in particular transactions. 

The Proposed Legislation 

Vte have recently received a copy of a Bill, labeled H.R. 1320, which we 
understand embodies the Administration's proposed changes to the Export- Import 
Bank Act. This Bill relates in part to the I-MATCH program and in part to 
other matters. Our ocments on the Bill are as follo%^: 

SEC. 101 would give Eximbank the statutory authority "to provide a 
sufficient return to comnercial lending institutions or other lenders making 
loans in support of exports of goods and services when financing at other than 
market rates is necessary to respond to subsidized financing offered by foreign 
export credit agencies." We believe this is a useful power for the Eximbank to 
have, and we support this proposal. 

SEC. 102 would allow an Eximbank Director whose term has expired to serve 
until his or her successor has been appointed. The purpose of setting terms 
for the Eximbank Directors was to insure continuity fron one Administration to 
another, and we think that this new langueK^e serves the same purpose. 
Accordingly, we support this proposal. 

SEC. 103 would extend the Eximbank 's charter from September 30, 1986 to 
September 30, 1991. We strongly approve of doing this now. 

SEC. 104 would take away the Eximbank *s poi^r to apptove new loans as of 
October 1, 1985. Vte strongly oppose this measure. The Export- Import Bank is a 
bank, and to take away the lending power in its charter is to rob it of a great 
deal of its meaning, both for the present and for possible future use. Even if 
Congress did not wish to authorize the commitment of any Eximbank loans in 
Fiscal Year 1986, there is no reason to take away this statutory po%«er. The 
National Foreign Trade Council opposes the elimination of the Direct Lending 
Program and regard this Section as entirely inappropriate. 

Conclusion 

Ihe Eximbank Direct Lending Program, although far from perfect, provides 
U.S. capital equipment exporters with important support in their efforts to 
make foreign sales in the present difficult environment. Abemdorment of the 
Direct Lending Program without an adecruate substitute would further, aggravate 
the country's already serious trade deficit. The I-MATCH program is untried 
and still in the process of development. While the I-MATCH program might 
ultimately be made workable, such a result would involve important changes in 
Administration policy which it is not clear that the Ac^inistration is willing 
to make. 

It would also involve a cornnitment by the Congress to sustain the I-MATCH 
program over a prolonged period of time. While the Council and its members 
would be willing to work with the Eximbank and the Congress on the develop- 
ment of a pilot program under I-MATCH, we believe it is too early to abandon 
the Direct Lending Program. 

Because of the above, we support the provision of the proposed 
legislation which would allow the creation of an interest subsidy, but we 
oppose strongly the provision which would eliminate Direct Lending. 
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Chairman Neal. Thank you, sir, veir much. 

I guess if I could paraphrase or condense what all of you are tell- 
xng us, it seems to me that it would be that all of you are saying 
'fchat the I-Match Prwram won't work nearly as well as the Cur- 
sent Direct Lending Program, that it will be more expensive, less 
:xeliable than the direct lending program, and it would tend to uni- 
Haterally disarm us at a time of record trade deficits and increased 
<x>mpetition. 

Would that be a fair way of what you are saying? 

I want to just point out — I think one of you touched on it, but for 
some of the members of the subcommittee who are on it for the 
Urst time — Eximbank, it seemed to me some time ago, was one of 
i;he ideal Government programs. It made a profit. It did not com- 
3)ete with private capital. It only came into the picture when pri- 
vate capitsd is not available. Ana it served a vital national interest; 
that is, increasing our export trade. 

If we could run all of our Government programs in such a fash- 
ion, we would be in fabulous shape. We do have a program here 
that has worked well over the years. It doesn't compete with pri- 
vate capital. It serves the national interest, and it seems to me that 
there are two reasons that the administration wants to change it. 

One is a bookkeeping reason. They think that they can fool fi- 
nancial markets into thinking that the budget will have been re- 
duced if they change the bookkeeping, even though there would 
have been no impact whatsoever in terms of reducing the budget 
deficit that I know of I think it is clear that the financial markets 
are simply not going to be fooled in that fashion. 

The second reason is to focus more attention on the subsidy ele- 
ment of our export supporting activities. Actually, I have suggest- 
ed, the last time we had this legislation, that we have a mechanism 
for focusing on that subsidy element. 

I think it is the responsibility of this subcommittee and our Gov- 
ernment to focus on it. So we don't object to that aspect. I think 
there are other ways to do it. We suggested one way, and I am sure 
there are others. 

But I really have serious questions myself about changing some- 
thing that has worked very well for many years for a change in 
bookkeeping procedure. If anyone thinks that that is vitally impor- 
tant, there are other ways we can do that, too, without changing 
this program. 

At the same time, I have to say that the President has been 
enormously successful in getting his way over the last 4 years. I 
don't know of any major example of what he hasn't gotten his way, 
and I think with that in mind it would serve us well to see if we 
can't find some way to maybe merge the two proposals in some 
way that might work, or maybe we ought to just go to the wire for 
keeping something that does work. I don't know. 

Tnat is part of the purpose for these hearings. 

Mr. Chandler? 

Mr. Chandler. Thank you, Mr. Chairman. 

If I could ask you that kind of question and sort of expand on 
what you are saying? If I am covering ground that was covered yes- 
terday, please stop me because I apologize for not being able to 
attend. 
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This concerns the economic of the deficits itself and this program 
as an element of that deficit. 

I am kind of like you, Mr. McGraw. I am a dumb old boy, so I 
have to simplify these things. But when we are dealing with a defi- 
cit, that, to me, is the difference between the amount of expendi- 
tures in the Federal Government's budget and the amount of reve- 
nue it collects. That, in effect, is the deficit. 

When we have one, then it is necessary to go into the financial 
markets and borrow enough money to finance it. The impact of 
that deficit on our economy is competition for the funds. 

We, as the U.S. Government, are a tremendous competitor in the 
market of available funds right now, and the result is pressure on 
interest rates to go higher. 

This program, as it exists now, is an element of that competition. 

I would disagree with one point you made, that it isn't a factor in 
capital markets, because any time you go into capital markets and 
borrow, for whatever the purpose, that is on the demand side of the 
equation. Therefore, it is going to affect the price. 

Chairman Neal. I didn t say it didn't have an impact. I said that 
essentially there is the same impact if the Government borrows 
and lends itself or guarantees a loan in the private sector for the 
same amount of export finance. It has exactly the same impact on 
capital markets, except under this proposal it costs more. 

Mr. Chandler. We are coming to exactly the same conclusion. 

So in terms of the effect of this program, if I-Match worked and 
we did the same amount of financing of these foreign purchases 
with I-Match that we are doing with direct lending now, the effect 
on capital markets and on the economy is going to be exactly the 
same. In terms of the effect on demand for capital, there will be 
absolutely no difference. It will not affect interest rates, the 
demand for money one iota. 

The only difference is you are going to substitute a direct ex- 
penditure — Treasury's direct expenditure — which is going to have 
to be financed through the deficits because we are not balancing 
the budget, and it is going to be a direct expenditure from Treas- 
ury. 

Now, that is Oregon State University economics. [Laughter.] 

Maybe somebody has better than that, but that is my under- 
standing. 

Does anybody quarrel with that? 

[No response.] 

Mr. Chandler. I guess we are right, Mr. Chairman. [Laughter.] 

Would it be fair to say that we essentially take the text of that 
question and your comment, clean it up, and submit that in writing 
to Mr. Draper and ask him to respond to that? 

Chairman Neal. I have discussed this with him. 

Mr. Chandler. In writing. 

Chairman Neal. Let's do that. We should have written this out 
ourselves and put it in the hearing record. 

When I discussed this with Mr. Draper, he first said no and then 
finally said yes, that is right, and looked at it in those terms: the 
same level of exports, the same credits, same terms, and so on. 
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This program will cost more. We don't know precisely how much 
lore, but between a half a percentage point and a percentage 
oint somewhere probably is a pretty good estimate. 
But then he says that he thinks — ^I am trying to be fair to his 
;K^K)int of view because he thinks that by causing there to be more 
^B^^ttention paid to the subsidy element in this mix that we would 
^^3>end less money over time supporting exports, and that may be 
^i^orrect. What that really mecuis, though, is that we support a lower 
i^vel of exports. 

Mr. Chandler. Right. 

Chairman Neal. But if you support the same level of exports, 
^hen the direct lending program is less expensive. 

But, anyway, you may want to get his comments on the record. 
All the witnesses yesterday said they would be happy to answer 
questions for the record, questions that might be raised by others. 
Mr. Chandler. You don't mind my suggesting that, that as a 
conmiittee we send that question to him? 
Chairman Neal. We will do it. We will ask staff to do that. 
Mr. Chandler. Because I would like to see the response in the 
record. Thank you, Mr. Chairman. 

[In response to the request of Chairman Neal and Congressman 
Chandler, the following information was submitted for the record 
by Mr. Draper.] 
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13 March 1985 



The Honorable William Draper 
Chairman, Export-Import Bank 
Of the United States 
811 Vermont Ave. NW 
Washington, D.C. 20571 



Dear Mr. Chairman: 



During our March 7 hearing, Mr. Chandler suggested the 
Subcommittee request that you respond, for the record, to his 
comments on the economic impact of your proposed I-Natch program: 

Mr. Chandler. So in terms of the effect of this program, 
if I-Natch worked and we did the same amount of financing 
of these foreign purchases with I-Match that we are doing 
with direct lending now, the effect on capital markets 
and on the economy is going to be exactly the same. In 
terms of the effect on demand for capital, there will be 
absolutely no difference. It will not affect interest 
rates, the demand for money one iota. 

Mr. Chandler's comments are very similar to my characterization 
of I-Match in the March 6 hearing: 

Chairman Neal. Let me just say if you're going to support 
exports you can to it two ways. You can borrow the money 
to support the exports or you can guarantee loans by the 
private sector. The credit markets see no difference in 
that whatsoever. The same amount of money will be allocated 
to the same purpose. It's all private capital one way 
or another whether the government borrows it or whether 
it guarantees it from the private marktet.... There's no 
reason to try to present this program as anything other 
than what it is. And you're going to have no impact, no 
change whatsoever, on private credit markets by doing it 
one way or the other except that doing it the way you're 
suggesting costs a little bit more because you're going 
to be using private rates instead of government rates. 
Is there any question about that in your mind whatsoever? 
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Mr, Cornell, The basic point that you make is absolutely 
correct, sir. 

Chairman Neal. Well, then there's just no reason to sell 
this thing as something that it's not. 



The Subcommittee would appreciate receving your response 
to these comments as soon as feasible for inclusion in the record 
of the hearings. 



Sincerely, 



^^tephen I/, Neal 
Chairman, Subcommittee on 
International Finance, Trade 
and Monetary Policy 
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April 2, 1985 



The Honorable 
Stephen L. Neal 
Chaiman, Subccamittee on 

International Finance, Ttade 

and Monetary Policy 
CcDmittee on Banking, Housi n g 

and Urban Affairs 
U.S. Bouse of Representatives 
Mhshington, D.C. 20515 

Dear Mr. Chaiman: 

niis is in respo n se to your letter reqpjesting oy vieMS on the econowic 
ispact of the I-MKICH Program. 

An iaportant feature of the I-IA3!CH is that it bdvqs export funding 
from the govemnent to the private sector. In so doing, because of the «ay 
in which the Federal budget deficit is calculated, the credit provided fay 
I-MXICH is not counted as part of the Federal budget deficit. Bad the Bank 
prot^ided the sane anount of direct credit %ihicfa would be funded fay the 
govemnsnt, the credit so provided tiould act to increase the reported 
budget deficit at the tine it is disbursed. 



Since neny eooncnists believe that an iaportant elenent in higher 
interest rates is the perception of the sise of the reported budget 
deficit, actions which are taken to reduce that total deficit can have a 
favorable effect on lowering interest rates. 

It is true that the total allocation of credit in the econon/ will be 
unchanged, whether I-MKICH or a direct credit is used. Bowever, bringing 
down the deficit can contrifaute to lowering interest rates, and I-MKICH 

that. 



I appreciate the opportunity to ou—eiiL further on the I-MKICH 
proposal. 



Sincerely yours, 
William H. Draper III 
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Chairman Neal. Mr. Kleczka. 

Mr. Kleczka. No questions. 

Chairman Neal. Mr. McMillan. 

Mr. McMillan. I missed the session yesterday. 

What is the total volume of trade on an annual basis that is sup- 
ported by Eximbank financing? 

Mr. McGraw. I don't have it. 

Mr. McMillan. There was one reference in someone's testimony 
to $5.6 billion. 

Was that just an example, or is that some measure? 

One follow-on question: Would anyone have an opinion as to 
what degree that financing in most cases is indirect face-to-face 
competition with subsidized financing by foreign governments? 

Mr. SoHN. The entire direct loan program is a response to subsi- 
dized financing. 

Mr. McMillan. So in virtually every case? 

Mr. SoHN. It is a responsive program. The Eximbank program is 
defensive, not offensive. 

Mr. McMillan. One final question. Several of you addressed this. 

Could an I-Match Program or something equivalent to it be rede- 
signed to provide an adequate incentive for the private sector to 
fulfill this objective it is tr3ring to achieve? Are you objecting to the 
concept or simply to the proposed structure of it? 

Mr. McGraw. I think we really don't understand it. As we said 
before, we really don't understand what it is going to give us. As 
we just discussed here, it is really not going to do the things we 
need. The reduction is going to be spurious. It is really an account- 
ing or bookkeeping exercise. 

Plus the fact that the direct credit program has worked all these 
years, and as a contractor, we know that it is responsive. If we 
show there is competition, we can go in there at the proposal stage 
up front. We know the banks we are working with and the total 
package, and we are willing to go ahead and put our proposal 
money up and use U.S. vendors in that proposal. 

If the I-Match Program is not like this and we are going out and 
bidding with different banks after most of the proposal work is 
done, the banks are going to get awfully angry. I think we are 
going to be very reluctant to go in and spend our money up front, 
walking down that kind of road not knowing whether financing is 
going to be there and in a proper structure. 

And it is more expensive. It has got to be more expensive. 

Mr. SoHN. I think we are very basically saying, using the cliche, 
"If it ain't broke, don't fix it." 

Again, like Mr. McGraw states, you will find the program that is 
being presented is a much more expensive program, besides the 
operational differences. Besides, it is not comparable and may not 
support the U.S. exporters like the present direct loan program. 

But that doesn't mean, in response to your question, Mr. McMil- 
lan, that a viable subsidy program cannot be developed. I think 
with work by the financial and U.S. exporting community in con- 
junction with the administration and certain Members of Congress 
it can be done, but what we will accomplish in the end I don't 
know. We will still need some sort of program to keep the pressure 



Digitized by 



Google 



134 

on our trading partners to come to an equitable agreement. The 
present program provides that support. 

Mr. EvELETH. From the vantage point of a regional bank, the ul- 
timate effects of the I-Match Program for us would be a very 
severe disincentive for us to do business. We go in, we have a small 
exporter or a medium-sized exporter who wants to do a deal. One 
of our tools is the Export-Import Bank. One of the tools of the 
Export-Import Bank is the direct credit program. 

If we have to structure a transaction with our client, then that 
transaction is open to bid by a bank that is not doing that. We are 
not so happy about. A, losing the relationship, and, B, the business, 
which is very likely to happen. So we may just wcdk away and go 
out and do something else. 

We have a limited number of people assets to use in business, 
and it is hard not to do it, certainly. 

Mr. Roberts. The consensus, Mr. McMillan, of our members, of 
our banking members, was that this program could possibly be 
made to work. There was some optimism expressed. There are very 
tough problems, but through time they might be capable of being 
solved. But in the meantime, it would be a dangerous thing to do 
away with the Eximbank's direct loan program. 

That is why several of us are recommending the pilot program, 
to see if the problems and the bugs could be removed from I-Match, 
in which event there might well be a viable program. But in the 
meantime, it would be folly to do away with Eximbank's direct 
loan program. 

Mr. McMillan. Thank you. 

Chairman Neal. Just as an aside, Mr. McMillan, when I first 
started chairing this subcommittee about 8 years ago, I visited the 
ECGD, the British export facility. They operate something like this 
I-Match proposal. They subsidize interest rates. They use private 
capital to subsidize interest rates. Theirs is a deeper subsidy con- 
cept. It is a floating rate, and they can sort of subsidize it at almost 
any level. 

But I was sort of excited by it and came back and talked to the 
folks here about it. The Chairman of Eximbank at that time was 
Steve deBrule. It was during the Ford administration. It was a Re- 
publican administration. 

Steve deBrule argued very vigorously against the idea at that 
time on the basis that it would cost more, which is sort of the argu- 
ment that they are making here. 

Mr. Levin. 

Mr. Levin. I am sorry I missed the testimony. 

Let me just ask — I will be reading it later — how much were the 
various groups involved in discussions with Exim or OMB as this 
proposal of theirs was being developed? Was there a lot of back and 
forth? 

Mr. McGraw. For our company, none at all. 

Mr. EvELETH. None at all. 

Mr. SoHN. There was one meeting that some representatives 
from the chamber had with Mr. Draper and some of his staff wh^i 
the I-Match Program was presented to us. That was a couple of 
weeks ago. 
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But as for dialog, aside from that 1 hour or so meeting, not that I 
know of. 

Mr. Levin. How do you explain when there is a mcgor proposed 
change — and you represent some of the mcyor participants, don't 
you — ^in the program of Exim, how do you explain that lack of back 
and forth? 

Mr. Roberts. Possibly this, sir: the President announced — I think 
it was in December. I am not sure exactly when — but that there 
would be major, mcgor cuts in various Federal programs and one of 
those programs would be Eximbank. 

I think at that time Eximbank commendably took counsel with 
itself to see whether it was possible to present any kind of a viable 

frogram that would save the very critical direct loan prqpam, and 
assume, without being privy to the deliberations of the Bank, that 
this was the outcome, that they put their heads together and 
worked like the devil to come up with this, and as soon as they had 
something that had taken care of as many problems as they could 
anticipate, they then tried it out on the private sector. 

So there were the kinds of meetings that Mr. Sohn described, 
and some of our board members were present, too. They came 
fairly late, after the program had been advanced, but there was a 
severe time constraint involved in this. 

Mr. Levin. And the objections which you voiced today were 
voiced to Exim at that time? 

Mr. Roberts. Yes, sir; well, I suppose not all of them. 

The niore we think about these things, the more it is necessary 
to define and make precise what the problems are. But in a general 
way, they were discussed with Mr. Draper and other senior officers 
of the Bank, who listened very carefully and made the best effort 
they could to produce a plan which would fly. 

Mr. Levin. Thank you. 

Chairman Neal. Mr. Grotberg. 

Mr. Grotberg. One comment. I don't think we have time for re- 
sponses, gentlemen, but I detected a little difference in your re- 
sponses, between you the lender and you the purveyor, regarding 
your attitudes about the mixed credit. 

You don't care what the deal is as long as you ship, and, you, sir, 
are involved in turf battles with who gets the biggest slice of the 
loan. I understand that. 

Basically, I am concerned about with the exports, OK? But the 
other side of the issue is a philosophical one, nudging us toward 
what has been a disaster in your field, Mr. Eveleth. Tiiat is fixed 
interest rates. The world started going to hell in a bobsled the day 
it started. This is nudging us back to fixed interest rates at the 
world level. 

As a layman, I understand. A banker I am not. I know the prob- 
lems inherent in it, but I am not discarding it as a thought that if 
somehow we can nudge the world toward fixed interest rates a^ain 
so you can make a plan for a business, whether the business wmds 
up with a fixed interest rate. I understand that. 

But sooner or later, Mr. Eveleth, something has got to happen in 
that ballgame, or your industrv has had enough of its problems be- 
cause — not of bad loans — well, including bad loans — but because 
nobody knows what the rules are, right? 



Digitized by 



Google 



136 

Mr. EvELETH. No, the problem, in fact, has been the large portfo- 
lio of fixed rate assets in an environment of floating rates. If every- 
thing floats, it doesn't make any difference. 

Mr. Grotberg. I understand that, too. 

Mr. EvELETH. We have got fixed interest rates, and you got to 
float something else. 

Mr. Grotberg. The world went to pieces under our old system. 

Mr. Eveleth. Now, the system is such that you can float every- 
thing. 

Mr. Grotberg. Thank you. 

Qiairman Neal. Mr. Leach. 

Mr. Leach. As we all listen to this, obviously, we are dealing 
with preferences and what happens in the real world. 

It strikes me that the administration's proposal doesn't represent 
a sharp cut in the Export-Import Bank. Given budget realities it is 
better than would otherwise be the case. 

Also the level of the I-Match Program, like that of the direct 
lending program, reflects our reduced competitive position and the 
high value of the dollar. 

The I-Match Program C£m be expanded if the terms of trade start 
to change. That stnkes me as a bit of a plus. 

I think Chairman Neal is right that we have to be worried about 
throwing the baby out with the bath water, but I am not sure we 
shouldn't £dso seriously consider expanding this I-Match Program 
while perhaps keeping a modest direct loan program. 

Maybe there is a mix that can be kept together, and it doesn't 
have to be pure. This might have the effect that Mr. Roberts indi- 
cated. 

You know, PEFCO has existed on an experimental basis for 15 
years. I would just like to suggest that if you have different ap- 
proaches to meet some of the administration concerns as well as 
some of your own concerns, it might be a very decent approach. It 
€dso may be very good for the export community to take some on- 
budget items off the budget. 

I don't think that should be lightly dismissed because there is a 
prospect, especially if trade expands, that more funding assistance 
in an off budget way might become more likely than on-budget as- 
sistance. 

But if the trade situation does change, it is very possible that the 
off-budget approach could be more beneficial to the export commu- 
nity, particularly if it is coupled with an on-budget maintenance 
program. In the mixed credit area. I would like to direct a question 
to Mr. McGraw. 

Probably the most flexible part of America's potential spending 
abroad relates to agricultural products. As you dip into our re- 
serves, com is practically the same as a dollar bill. 

How actively are mixed credits in the agricultural sense used 
with Exim at this time? 

Mr. McGraw. I really couldn't answer with agriculture. We are 
in the engineering design and construction business, and I don't 
know of any mixed credit programs that Exim has done. 

Mr. Draper could possibly tell you. 
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Mr. Leach. Do any of you, from a practical point of view, know 
of any American manufacturing exports that were enhanced by 
mixed credits? 

[No response.] 

Mr. Leach. In any regard? 

I think it is an area worthy of probing, partly because of agricul- 
tural commodities' great surplus today. 

Thank you, Mr. Chairman. 

Qiairman Neal. Thank you, sir. 

I would like to thank our panelists today. We will keep working 
on it. If you all have any other ideas, help us out. 

The subcommittee will stand adjourned, subject to the call of the 
Chair. 

[Whereupon, at 11:15 a.m., the subcommittee was cu^oumed, sub- 
ject to the call of the Chair.] 
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March 13, 1985 



The Honorable Stephen L. Neal 
2463 Rayburn House Office Building 
Washington, D.C. 20515 

Dear Congressman Nealt 

Our coalition has carefully examined the so-called "I-Natch" 
program, the Administration's proposed replacement for the direct 
credit program of the Export-Import Bank of the United States. 
After examining the I-Natch proposal, however, vie do not find it 
an acceptable alternative to the direct credit program. 

First, the I-Natch proposal is a more expensive alternative 
to the direct credit program. Because the cost of funds for 
commercial banks and other financial institutions is higher than 
for the Federal Financing Bank, any interest differential 
Bximbank must match under the I-Natch program will be greater 
than under the direct credit program. 

Second, the budget impact of the I-Natch proposal is only an 
accounting phenomenon. An interest subsidy program that supports 
the same amount of loans as a direct credit program has the same 
effect on credit activity in the economy. The accounting problem 
is that 0MB currently treats Bximbank *s loans under the direct 
credit program as expenditures. It is misleading to argue that 
this proposal represents significant budget savings when these 
savings are not real, but are only a function of the misleading 
way 0MB treats Eximbank*s loans in the budget. The same kind of 
illusion could be created if Eximbank*s current levels were 
maintained, but the Bank's activities were moved off-budget. 
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March 13, 1985 
Page Two 



Finally, we are concerned that the I-Match program is said 
to be temporary, with no specific statement indicating the 
conditions under which it will be terminated. Indeed, the 0MB 
budget submission suggests there will be no further funds 
available for this progr£un after FY 86. 

For these reasons we do not support the proposed I-Match 
program. We do believe that reducing the federal budget deficit 
is an urgent national priority. We would, therefore, be willing 
to support a reduced level of direct loan authority for FY 86. 
Wfe think the I-Match proposal does not represent actual savings 
and that it is a less preferred way to support America's capital 
goods exports in competition with officially supported exports of 
other countries. 

Best personal regards. 

Sincerely, 



rJ7>^ n^^f^^ho^ 



Amory Houghton, Jr. Howard D. Samuel 

LICIT Co-chairman LICIT Co-Chairman 

Chairman, Executive Committee President, Industrial Union 

Corning Glass Works Department, APL-CIO 
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Communications Workers of America 

Corning Glass Works 

International Union of Electrical, Radio and Machine Workers 

International Brotherhood of Electrical Workers 

American Flint Glass Workers Union 

The BP Goodrich Company 

Industrial Union Department, APL-CIO 

Ingersoll Rand Company 

International Ladies* Garmsnt Workers Union 

International Association of Machinists and Aerospace Workers 

United Paperworkers International Union 

United Rubber Workers of America 

The Signal Companies, Inc. 

St. Joe Minerals Corporation 

United Steeliiorkers of America 

W. R. Grace & Co. 

Westinghouse Electric Corporation 
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DEERE &COMMNY 

JOHN DEERE ROAD. MOLINE, ILLINOIS 61265 U.S.A. 



^20i 



19 March 1985 

The Honorable Stephen L. Neal, ChalriDan 
Subcommittee on International Finance, 

Trade and Monetary Policy 
Committee on Banking, Finance and Urban Affairs 
U.S. House of Representatives 
222 Rayburn House Office Building 
Washington, D.C. 20515 

Attention: Francis C. Record 

Dear Mr. Chairman: 

Deere & Company, a multinational corporation heavily Involved In world trade, 
is listed as 37th In the Fortune directory of the largest U.S. exporters In 
1983. As such, Deere vigorously advocates the need for a strong U.S. export 
guarantee and insurance policy which enables U.S. exporters to compete with 
export incentive packages offered by the domestic Industries of other exporting 
countries. 

Although the strong dollar has all but closed export possibilities for capital 
equipment manufacturers, when export sales opportunities do exist, they must 
be negotiated against goods from Japan, France and other countries which are 
much more heavily assisted by their governments than are ours. For Instance, 
according to the Organization for Economic Cooperation and Development, in 
1982 the government of Japan participated in finance support for 35.9 percent 
of its manufactured exports and France participated in 24. 6 percent. The 
same source states that the United States participated in 8.6 percent In that 
year. Additionally, we are now facing new export opponents in countries such 
as Italy who are offering very competitive financing packages. 

Until an international agreement is reached that would eliminate all government- 
subsidized export financing, U.S. exports must be assisted by fully competitive 
programs that respond in kind to foreign government offerings. The 
"competitiveness mandate" provisions of the Export Import Bank Act directed 
the Exlmbank to address this issue. In our opinion, one of the most effective 
ways for the Bank to fulfill its statutory obligation is to strengthen its 
Insurance and guarantee function. Therefore, Deere & Company strongly 
supports the proposal in the Administration's budget for FY86 that would 
Increase Exlmbank' s gxiarantee and insurance programs from $10 billion for 
FY85 to $12 billion for FY86. Moreover, we believe Exlmbank 's insurance 
and gxiarantee program should be expanded by offering greater coverage in nore 
countries with fewer constraints and conditions. 
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DEERE &COMMNY 



The Honorable Stephen L. Neal 

Page tvo 

19 March 1985 

For several reasons we question the wisdom of the Administration's proposal 
to eliminate the Exlmbank direct loan program In favor of an Interest rate 
subsidy of commercial bank loans. First, it appears that such a financing 
arrangement might violate the competitiveness mandate. Second, Deere & Company 
has particular concern over the fact that this change seems to virtually 
eliminate the Bank's capability to match mixed credit offers by competitor 
nations. Third, there is a substantial question of whether commercial banks 
will be willing to make loans under the interest rate subsidy program as 
proposed. Fourth, there are substantial questions regarding conditions and 
limitations of and eligibility for such loans if they are made. Finally, we 
are concerned as to whether this change would compromise the long-term viability 
of the Exlmbank. Therefore, because of these questions, the interest rate 
subsidy program is difficult for us to support at this time. 

We sincerely believe the federal deficit must be lowered and we expect to 
accept a fair share of reductions in business-oriented programs. Accordingly, 
should it become possible to remedy the apparent deficiencies in the Administra- 
tion's proposal so as to preserve those aspects of the program we have outlined 
as essential, we would have no objection to a streamlined Exlmbank operation. 
This would be consistent with our view that because reducing the federal 
budget deficit is such an urgent national priority, a reduced level of direct 
loan authority for FY86 would be appropriate. 

Sincerely, 




H. W. Becherer 
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STATEHENT OF 

AEROSPACE INDUSTRIES ASSOCIATION OF AMERICA, INC. 

CONCERNING 

THE EXPORT-IMPORT BANK 

SUBMITTED TO THE 

SUBCOMMITTEE ON INTERNATIONAL FINANCE. TRADE AND MONETARY POLICY 

COMMITTEE ON BANKING. FINANCE AND URBAN AFFAIRS 

U. S. HOUSE OF REPRESENTATIVES 

March 1985 



The Aerospace Industries Association of America, Inc. (AIA). which 
represents the nation's major manufacturers of commercial, military and 
business aircraft, helicopters, aircraft engines, spacecraft and related 
components and equipment, wishes to take this opportunity to emphasize the 
Industry's deep concern regarding the Administration's proposal to eliminate 
the Export-Import Bank's direct lending authority In FY 1986. 

AIA fully supports the Administration's efforts to bring federal spending 
under control and to reduce what has become an Insupportably large domestic 
budget deficit. The critical dimensions of this problem have generated a 
national awareness of the need for expeditious corrective action. That sense 
of urgency must also be extended to the problem of a ballooning U. S. trade 
deficit, an exacerbating Influence on the domestic deficit. As the leading 
U. S. manufacturing exporter, the aerospace Industry Is particularly sensitive 
to the difficult task of Implementing domestic spending cuts that will not. In 
turn, hinder efforts to reduce the trade deficit. AIA strongly believes that 
%he Administration's decision to end the Eximbank's direct credit program, as 
outlined In the FY 1986 budget document, would be such a counterproductive 
move. 
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The U. S. aerospace Industry Is a global Industry by necessity -- the 
Magnitude of Investment required for the development and production of 
commercial transports, and the high unit prices of aircraft, dictate the need 
for a market that transcends domestic boundaries. For American aerospace 
manufacturers, the key to securing that market has been the ability to offer 
products of clear-cut technological and cost superiority. As a consequence, 
aerospace has been a consistently bright spot In the U. S. balance of trade 
picture, recording positive balances that have offset to a considerable degree 
the deficits Incurred In other areas of U. S. trade. Last year, for example, 
aerospace exports exceeded Imports by more than $10 billion. Over the first 
five years of the 1980s, when the U. S. as a whole suffered trade deficits 
totaling approximately $280 billion, the adverse Impact of such deficits was 
ameliorated by an aerospace trade surplus of $59 billion. 

Last year, the Industry's export volume totaled $15 billion, a significant 
level of activity In view of the worldwide recession's Impact on sales 
demand. In 1984, exports were roughly two-thirds civil products, and 
one-third military; In non-recession years, civil products accounted for more 
than three-quarters of the volume. The largest single component of our export 
business Is commercial transports for airline use. This held true even In 
1984, when jetliner exports slipped to their lowest level for the 1980s — 
slightly above $3 billion; In 1980 and 1981, foreign sales of commercial 
transports were more than double Tast year's figure. 

On the other side of the coin, U. S. Imports of aerospace products reached 
a new record level of $4.7 billion last year. That figure Is more than six 
times the aerospace volume of a decade ago. A number of factors have combined 
to produce this situation, but It Is largely a reflection of foreign 
penetration of U. S. markets that were traditionally served by American 
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manufacturers. In addition to this Increasing level of sales In the U. S., we 
are seeing the Impact of Increasing competition In civil aircraft sales by 
foreign manufacturers In non-U. S. markets — sales that would have once gone 
to American builders. 

A few years ago, 84 percent of the large commercial transports In the 
world were of American manufacture. In 1984, the U. S. share of that market 
slipped to 68 percent. This changing situation reflects the fact that foreign 
aerospace manufacturers, who are owned or backed In varying degrees by their 
governments, have successfully combined near technological equivalence with 
aggressive marketing and government support strategies. The European Airbus 
consortium, which has captured a significant share of the market for 
widebodled jets. Is the best example of this relationship. Further, the 
market for smaller commuter and business aircraft shows the strong presence of 
Brazil, Canada, Northern Ireland and others, while France, Germany, the United 
Kingdom and recently Japan have all become effective competitors In the 
helicopter market. 

A primary concern with such foreign government/foreign manufacturer 
relationships centers on our competitors' use of government subsidized 
financing mechanisms; and the most effective response to the challenge of 
foreign government subsidies and concessional financing has been the 
Export-Import Bank. While the U. S. aerospace Industry strongly advocates the 
goal of eliminating government subsidies and returning financing to market 
tenor and rate, we believe that the Eximbank's direct lending programs must be 
maintained until this goal Is achieved. 

Considerable progress has been made In International trade negotiations, 
particularly with regard to the arrangement for Officially Supported Export 
Credits. However, commercial transports and several other aerospace product 
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categories fall within the guidelines of separate agreements — In the case of 
aircraft, the so-called "Common Line" and "Standstill" agreements. These 
agreements need to be strengthened and extended, a process that Is currently 
under way. Zeroing out the direct loan program at this stage would deprive 
U. S. negotiators of critical leverage In their deliberations with our OECD 
competitors on Improvements In International rules on export credits. 

Further progress In these negotiations Is of special concern to the 
aerospace Industry, as a major area of International competition In coming 
years will be sales of civil aircraft. In particular commercial transports. 
The world's airlines are rebounding from the effects of the recession and 
beginning to place orders for jetliners. Market forecasts for new transports 
between now and 1995 range from $150 billion to $250 billion; even the lower 
figure exceeds the value of all commercial transports delivered over the past 
21 years. Such an enormous market will be a prime target for the world's 
technologically advanced nations, because such high value sales offer the 
potential for dramatic Improvement In a nation's trade balance — and hence 
Its economy. 

The Interest rate subsidy program proposed by the Administration as a 
substitute for the Bank's direct lending authority has raised numerous 
unanswered questions. It Is not clear, for example, whether this program 
would encompass all the direct credit programs now available to U. S. 
exporters, or whether the private sector Is Indeed willing and able to respond 
to the needs of U. S. exporters as the Bank has been chartered to do. 
Additionally, as It became clear during the course of the International 
Finance, Trade and Monetary Policy Subcommittee's hearings on this proposal, 
the "I-Hatch" program will be costly and cumbersome to administer. 
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Terminating the Exlmbank's direct loan program at this time — In favor of 
an untried and largely unclear subsidy buy-down scheme — would undermine 
U. S. negotiators' efforts to achieve further Improvements In International 
export credit rules, and would contradict the Bank's Congresslonally mandated 
obligation to provide competitive export credit programs. The aerospace 
Industry does recognize the compelling need to cut federal expenditures to the 
fullest extent practicable, but we believe that the Bank's continued ability 
to extend direct credits will be the most potent Incentive for our foreign 
competitors to adopt non-subsidized market rate and market tenor financing. 

Therefore, AIA strongly urges that the Export-Import Bank's direct credit 
authority be maintained at the highest possible level In FY 1986. 
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MACHINERY and ALLIED PRODUCTS INSTITUTE 

1300 EIGHTEENTH STREET. N.W. WASHINGTON. D.C 30036 303-33I-M30 



March 18. 1985 



The Honorable Stephen L. Neal 
Chairman, Subcommittee on International 

Finance. Trade and Monetary Policy 
Committee on Banking, Housing 

and Urban Affairs 
United States House of Representatives 
2129 Rayburn House Office Building 
Washington, D.C. 20515 

Dear Chairman Neal: 

We welcome the opportunity to comment on H.R. 1320, 
the executive branch's proposal to amend the Export-Import Bank 
Act and the related Ined 1 I^^Urfll P^idget 

for Fiscal Year 1986 Tlje key fcjturea of the executive branch 
proposals would (1) crtiln4te a1 lr*c lending by cb* E»porE-^ 
Import Bank and (2) authorize an Interest ^^ j»ubsldy pfOirsH 
to enable private lenders to offer Interes race* fit the mlnl- 
muras agreed upon In the International Artan^i&Ben on Guidelines 
for Officially Supported Export Credits. We s^k thAt this 
letter be made a part of the record of the hearings. 

As you may know, MAPI represents the capital goods and 
allied products Industries of the United States. In addition to 
traditional ca„-L-- :,--_- ■: Jj.i lines (e.g.. machinery and other 
Industrial equlpirkent) , MAPI's constituency Includes leading com- 
panies in the ■elccCTDetcH,, prcciftion Instruments, telecommunica- 
tions, computer, office systems, aerospace, and similar high- 
technology Industries. 

As detailed in this letter, we oppose the provision 
(Section 104) of H.R. 120 which would eUwJnute Exlmbank's 
direct lending program because the proposal 

— Would thr CoHKreti ittrenBtlivnIng 
of the "cDnipfttUtvenefla nvand^te" pruvlKjcstis 
of the Export- ttnpp ft liank Act in action 
taken, after lengthy liberations, only 16 
months ago. Given the huge deficit in the 
U.S. balance of trade, this Is not the time 
to sound an "uncertain trumpet" with respect 
to the export stance of the United States. 
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— Would contribute, perhaps significantly, to the already 
substantial loss of capital goods and other Industrial 
production from the United States. 

— Would seriously jeopardize any chance the United States 
might have to negotiate Improvements In the International 
Arrangement on Guidelines for Officially Supported Export 
Credits to limit the Increasing use of tled-ald credit. 

The proposal for an Interest rate subsidy (the so-called "I-Match" 
program), while representing an Improvement In the original recomnendatlon 
which provided tor only the termination of all direct lending, has serious 
shortconilngs and ifould seriously limit U.S. participation In the Increasingly 
Important tled-ald ("mixed") credit activity. 

ShprtcomlneB of Interegt-Rate 
Subflldy Fro gram 

As noted, we do not believe that the proposed Interest-rate subsidy 
program Is an adequate substitute for the direct lending program: 

— The program would limit the support for U.S. exporters' 
financing requlrcmentfl to only an csttraated $1,8 billion 
In loans during FY 1986. While thle Is above the level 
of Bank direct lending In the last twa fiscal years. It 
could fall well short of ref^ulrefneota if the worldwide 
recovery continues or If some large projects (such as 
nuclear plants or other major projects) which are In 

an advanced planning st^gt are Initiated during FY 1986. 
The dollar value of export a to be supported by the sub- 
sidy also could be lesei than $18 billion If, as a 
number of econonlats have predicted, Interest rates In- 
crease later this year. The existence o a "cap" also 
would create uncertainty on the part of exporters and 
foreign cus touts ra as to whether Exlmbank support will 
be available when It Is needed. Because of this uncer- 
tainty, which is partleularly Important In the case of 
projects which have long I'--'" times, U.S. firms that have 
the option of foreign sourclng may choose to have their 
foreign affiliates take the responsibility for such 
projects from the outset. 

— The limited resources available would not enable Exlmbank 
to counter tled-ald credit offers In any significant way 
except where Agency for IntamatlonaL l>evelopinunL vAiD) 
funds are available. As tlie experience of the past year 
has shown, AID s able to provide only very limited sup- 
port for a tled-ald credit program because (1) It does 
not extend assistance to most of the countries which are 
the targets of tled-ald credit offers, and (2) Its objec- 
tives, methods of operation, and funding do not lend them- 
selves to supporting a tled-ald credit program In all but 
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a very few of the countries in which It does extend 
assistance. 

Foreign customers for major projects normally require 
fljted-ra e offers on financing so that they can anticipate 
with some degree of accuracy the total cost of the projects, 
and there can be no doubt tha fixed-rate offers, at Arrange- 
ment minimum interest rates vlll continue to be made avail- 
able from major competitor na Ions The comnentary on the 
proposal from the private banking conununtty Indicates that 
the application of the interest rate subsidy only to fixed- 
rate obligations will not draw the tT^nii i r*-ii ^vn.',rt. fi- 
nancing resources from commercial banks. For a number 
of years commercial banks generally have been unwilling 
to extend fixed-rate loans for financing exports for per- 
iods longer than a few laonths and have become much more 
cautious about elmost a 1 foreign lending as a result of 
the debt problems of a number of countries. It is our 
impression that the conmierclal banks will continue to be 
reluctant to enter into fixed-rate obligations, primarily 
because of the difficulty in anticipating what the cost of 
their funds will be when disbursements are made some months 
or even years after a commitment is made. In addition, as 
currently designed, the program would not be attractive to 
banks or other parts of the financial community because 
of the illiquid nature of the Eximbank-guaranteed obliga- 
tions, uncertainty as to whether the effort they put into 
devising a financing package will result in a winning 
bid for Eximbank support and, in the case of medium-term 
financing in particular, yield limits which would not be 
attractive. 

At this juncture, it appears that only the private Export 
Funding Corporation (PEFCO) , an Eximbank-supported lender 
at fixed rates, would readily enter into fixed-rate trans- 
actions on a substantial scale. Because of PEFCO' s limited 
resources, this would provide a slender base for the nation's 
flxpd-rate export financing and would represent a departure 
from the efforts of recent decades to involve the private 
banking community more broadly in foreign trade. 

In addition to the shortcomings described above, the pro- 
posal would be more costly in supporting a given level of 
exports than is the present system. This is of course due 
to the fact that the subsidy would have to cover a wider 
spread (between private lending rates and the Arrangement 
minimum rates) than under the present system where the 
spread is between the lower government borrowing rates 
and the Arrangement minimums. 
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Froposai CouliJ Con tribute to 
Airgadi^ Maflslve Shifting of 
Product ion to Foretgn Sources 

Tes Iriwiiy froai private sector witnesses received by your Subconmittee 
and public comment on tht AdmtntatrHat ion's proposal show wide agreenent In the 
private sector that the Administration's proposal will not result in competitive 
financing for LT S exporters and is, thus, not an adequate substitute for a 
direct lending progratu In view of the United States' massive, and growing, 
balance of trade deficit, and the par icularly severe impact of the trade im- 
balance on the lunufacturing sector, it is not sound public policy to further 
weaken the position of U S. exporters. The United States eaeperienced a foreign 
trade deficit of some $123 billion in 1984 and a further sharp Increase is 
expected in 1985. Perhaps even more significantly, the deficit on current 
account renched ^bout $100 billion in 198A and no improvement is expected in 
1985. While Exlmbank*s direct lending programs can make only a limited contri- 
bution in the face of deficits of this magnitude, we believe it would be unwise 
to eliminate or reduce a program which contributes to U.S. export competitiveness. 

There is certainly no dearth of information on the impact of the 
trade deficits on the U.S. manufacturing sector. A study just concluded by 
Data Resources Inc. for the congressional Joint Economic Committee estimates 
that the number of jobs lost in manufacturing due to the strong dollar since 
1980 is over 1.4 million,/l_ with the largest numbers lost in the durable goods 
sectors of electrical machinery, machinery except electrical, and transportation 
equipment. 

A MAPI study Issued last fall, "The Capital Goods Recovery — Why 
Some Lag Behind," documented the extent to which, despite strong growth in 
real spending in the United States for producers' durable equipment, the 
soaring U.S. dollar and international market conditions have resulted in 
U.S. capital goods producers selling fewer capital goods here and abroad 
than they did in 1979. The principal conclusions of this study are as 
follows: 

— In the second quarter of 1984, domestic purchases of 
producers' durable equipment were 29 percent above the 
low recorded in the last quarter of 1982 and 14 percent 
above the previous record peak. However, worldwide 
(i.e., U.S. and export) sales of U.S. -produced equip- 
ment were only 18 percent above the recession low and 
were still 3 percent below the all-time peak recorded 
In the final quarter of 1979. 

— As for capital goods exports , between mid-1981 and late- 
1982, they declined by more than 25 percent and have re- 
mained close to that level since. Further, the share of 



1/ The number of manufacturing jobs lost compared to what would have taken 
place If the dollar had maintained Its 1980 values. 
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U.S. capital goods production going into exports declined 
from 28 percent in the second quarter of 1980 to 21 per- 
cent in the second quarter of 198A. 

— As for capital goods Import S i they have increased sig- 
nificantly alnce 1967 both absolutely and as a share of 
doEueselc purchases In the irst half of 198A capital 
goods In real ^rms) ver« Imported at a $28 billion 
annual rate, representing 23 percent of U.S. purchases 
of producers* durable equlpnent. Significantly, during 
thl& period the trade balance in capital feooda turned 
negative for che first time In niany decades* 

Sh ift toB of product Ion to foreign affJUatea . — Another side of the 
U.S. corapetltlvenesa problem — although one which cannot be documented so 
clearly — is the shift of sourclng for foreign markets from the United States 
to overseas manufacturing facilities of U.S. firms. That is, for competitive 
reasons U.S. firms are shifting to foreign sources (their own affiliates, 
licensees, and firms under contract) production for foreign markets which 
was formerly carried out in the United States. While such sourclng decisions 
are made for a number of reasons, particularly lower cost, the availability 
of competitive export financing is also an Important factor in many such 
decisions. 

MAPI survey of exports shifted to affiliates In 1981 because of 
financing . --The import ance of the availability of competitive export finan- 
cing in sourclng decisions is ustrated by the results of a MAPI survey of 
a limited number of its member companies covering instances during 1981 in 
which they sourced from a fo re ign subsidiary or other foreign affiliate In 
order to provide competitive financing. (Ihirlng 1981 the Export -Import Bank 
was inoperative for aeveral months while the new Administration was developing 
its policies, and subsequently VAB lending at interest rates well above those 
of its major competitors or the remainder of the year.) Of the 39 companies 
surveyed, lA reported that 39 transactions, with a dollar value of $386.7 rail- 
lion, were diverted in 1981 to foreign affiliates primarily, if not exclusively, 
because of more attractive export financing. For reasons we need not detail 
here, these results understate the exports "lost" to affiliates by the report- 
ing companies. 

Co ncluding comment on shlfclne of production to fprelgn sources . — 
Much of the hustness lost to foreign sources, affiliated and unaffiliated, 
may not return to the United States for the foreseeable future. The shifts 
which have taken place — due in large part, but by no means entirely, to the 
high value of the dollar — may become permanent l^t^tause of the upgrading of 
the technology and the state-of-the-art production experience of foreign 
producers. In addition to the c.-r>i .io v^i, Lli.'^^ of many foreign locations. 
In those cases where heavy equipment and/or largt projects are involved, com- 
panies may elect to centralize production of certain items — particularly those 
requiring extended financing terras — in countries where there is the prospect 
of more consistent export financing support than in the United States. 
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Capital goods orders lost currently also result in substantial 
losses of future business. Many orders for "big ticket" items, such as capital 
goods, are placed at infrequent intervals — in many cases at intervals of severa 
years, or even a decade. When the initial order is lost to a foreign competito 
that competitor obtains the substantial business in repair parts and spares 
which follows for a number of years and also is more likely to be the favored 
supplier when there are additions to capacity. It should be noted that ship- 
ments of parts, which over a period of years tend to equal the dollar volume 
of the original equipment, do not normally require government-supported 
financing. 

The Proposal Would Seriously 
Jeopardize Any Chance of an 
Interna t ional Agreeme nt To 
Limit Tied-Aid Credits 

As international competition has intensified in recent years, major 
competitor nations increasingly have offered tied-aid ("mixed") credits — i.e., 
credits consisting of a mixture of conventional export financing, public or 
private, and highly concessionary, foreign-aid type financing. While data on 
the full extent of this practice is not obtainable, it appears that tied-aid 
credits are now being encountered on a substantial portion of the larger inter- 
national projects. During the period January 1, 198A through October 12, 198A 
Eximbank was able to confirm 22 offers by foreign competitors totaling about 
$500 million in export value and received unconfirmed information concerning 
a much larger number of offers. Although the Congress authorized Eximbank and 
AID to match foreign mixed credit offers in legislation enacted last year, the 
effort to date has been very modest. 

Negotiations to limit tied-aid credits through the international 
Arrangement on Guidelines for Officially Supported Export Credits have not 
been successful. Since elimination of direct lending authority would further 
handicap any U.S. effort to counter tied-aid credits, we doubt that U.S. ne- 
gotiators would have enough of a "stick" to achieve any meaningful changes in 
the Arrangement. 

It should be noted that the proposal to eliminate Eximbank direct 
landing is not consistent with major recommendations contained in the recent 
reports of two distinguished advisory committees. Both the President's Cora- 
mission on Industrial Competitiveness and the President's Task Force on 
International Private Enterprise recommended that, in the absence of an inter- 
national agreement to limit tied-aid credits, the executive branch should take 
steps to counter foreign mixed credit offers more aggressively. 

Please let us know if MAPI can be of assistance in the Subcommittee's 
deliberations concerning the Export-Import Bank. 

Sincerely, 



(^^AiAMvmAC 



President 
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STATEMENT SUBMITTED BY 

THE 

NATIONAL MACHINE TOOL BUILDERS* ASSOCIATION 

TO THE 

SUBCOMMITTEE ON INTERNATIONAL TRADE, 

INVESTMENT AND MONETARY POLICY 

COMMITTEE ON BANKING, FINANCING AND URBAN AFFAIRS 

UNITED STATES HOUSE OF REPRESENTATIVES 

MARCH 8, 1985 



I. INTRODUCTION - INDUSTRY OVERVIEW: THE U.S. MACHINE TOOL 
INDUSTRY IS PACING AN INCREASINGLY HOSTILE INTERNATIONAL 
TRADING ENVIRONMENT 

The National Machine Tool Builders' Association 
(NMTBA) is a trade association representing more than 300 companies 
which account for approximately 85 percent of domestic machine tool 
production. The Association appreciates this opportunity to review 
the effectiveness of Eximbank programs as they relate to the machine 
tool industry. In order that our comments may be viewed in the 
context of the very difficult international trading environment 
currently facing the industry, we thought it would be helpful to 
begin our remarks with the following brief update. 

Throughout 1983, while the economy as a whole 
experienced robust growth, the machine tool industry failed to share 
in the cyclical expansion. In fact, when measured in terms of 
shipments, 1983 was a disastrous year. Deliveries of new machine 
tools totaled just $1.8 billion, slightly more than half the level 
of the previous year and only about one-third the 1981 total. 
Although orders were up, the increase was a meager 13 percent over 
the extremely low level of 1982. 
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However, the machine tool market appeared to be 
gaining momentum during 1984. New orders for 1984 were 72 percent 
ahead of comparable 1983 figures. Shipments, reflecting the 
relatively slow pace of 1983 orders, were up 23 percent over 1983 
levels. Certainly the fact that the industry has begun to turn 
around is a hopeful sign, as are recent surveys indicating that 
manufacturers plan to continue the boost in their capital spending 
during 1985."^ 

Certainly this is encouraging news. It must be 
recognized, however, that to date, a major portion of the increase 
in 1983 and 1984 orders is due to the surge in automobile 
manufacturing and related industries. The machine tool industry's 
auto-related orders, while welcomed, are limited primarily to four 
product lines: transfer machines, large presses, certain grinding 
machines and gear-making machinery. 

Thus, while the above-mentioned signs are positive, 
they by no means signal a full-fledged return to prosperity for the 
entire industry. Most machine tool builders continue to remain in a 
state of severe financial strain due to the modest recovery in 
shipments. Getting through this cash-flow crisis is the industry's 
immediate concern. And though we are headed in the right direction. 



^However, the U. S. Department of Treasury's recent proposal to 
eliminate accelerated capital cost recovery and the investment tax 
credit would, if enacted, have a disastrous impact on the rate of 
capital investments. 
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1985 appears to be another tough year for U. S. machine tool 
builders. 

A major factor complicating the prospects for recovery 
is the spectre of further import inroads into the American machine 
tool market. Based on current trends, we estimate that imports, 
measured by value, will account for a staggering 38 percent of 1984 
domestic machine tool consumption. Unfortunately, imports have 
shown every sign of maintaining or increasing this market share as 
the recovery unfolds in 1985. 

It is because of the threat of import dominance in the 
machine tool market, the industrial backbone of American 
manufacturing and America's defense industries, that early in 1983 
the NMTBA filed a petition for temporary import relief with the 
Secretary of Commerce under Section 232 of the Trade Act of 1962, 
the National Security Clause. While the Association has long been a 
proponent of free trade and has one of the most active international 
trade promotion efforts in the trade association field, we cannot 
stand idly by while key segments of the American machine tool 
industry are decimated by targeted sales of foreign machine tools — 
and, more importantly, while the national security of the Unit*r 
States is imperiled by the transfer of machine tool productive 
capacity to the Far East. 

The Commerce Department submitted a reportedly 
favorable recommendation for action on the petition to the President 
on February 28, 1984. Thus, for the oast year, the fate of the 
industry's future has rested squarely in the Oval Office. We 
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received overwhelming bipartisan support from Congress for a 
favorable ruling. Yet, despite this gratifying response to th« 
industry's plight, the Petition remains hung up in the National 
Security Council and the President still has not acted. 

With almost two years having passed since the initial 
filing, most NMTBA members, aware that a timely resolution is not 
forthcoming, have, out of necessity, moved ahead with investment 
decisions that could no longer be postponed. Some manufacturers 
completely withdrew from the machine tool business; some entered 
into marketing agreements with their foreign counterparts and are 
now distributing foreign-made machines; others are transferring what 
is left of their operations offshore. The end result is, of course, 
an unmistakable erosion of the very core of this nation's productive 
capacity. 

These developments have, understandably, taken a toll 
in terms of the industry's export outlook. Though the vigorous 
expansion of export markets continues to be a top priority for the 
U.S. machine tool industry, the unfortunate reality is that steady 
import penetration, the recent worldwide recession, unrealistic 
export control policies and, perhaps most importantly, the 
overvalued dollar have severely hampered the industry's ability to 
export on a competitive basis. The result is a shocking 
deterioration in export performance. Consider that in 1981, exports 
by U. S. machine tool makers were just over $1 billion; 1984 
estimates indicate that exports will be approximately $400 million 
— a decline of 60 percent in just three years. Clearly, the U.S. 
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machine tool industry is confronting unprecedented competitive 
pressures. 

II. THE IMPORTANCE OP EXIMBANK'S DIRECT LENDING AUTHORITY 

The industry's present competitive posture indicates 
that international trade is our greatest growth opportunity as well 
as our greatest challenge. Because Eximbank's direct credit program 
enhances the ability of the machine tool industry and its customers 
to meet these challenges successfully, NMTBA strongly opposes the 
Administration's recent proposal to eliminate entirely the Bank's 
direct lending authority. For reasons discussed below, we firmly 
believe that, in light of America's burgeoning trade deficit — and 
the permanent loss of American jobs that it represents — such 
action would be ill-considered and, indeed, irresponsible. 

NMTBA believes that a strong Eximbank direct loan 
program represents an invaluable resource to American exporters who 
are forced to confront the often unpleasant realities of 
international competition. We are, of course, referring to the 
predatory trade practices of certain of our foreign competitors who, 
backed by government-subsidized financing, seek to supplant their 
American counterparts in international markets. The Bank's direct 
loan program — by making competitive credit terms available to 
American exporters — is the principal method by which these 
predatory financing arrangements may be offset. It is, therefore, 
beyond question that the elimination of Eximbank direct credits 
would only result in the further erosion of U.S. presence in 
overseas markets. 
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Second, NMTBA believes that the continued availability 
of competitive export financing will play an important role in 
preventing further shifting of U.S. productive capacity to foreign 
sources. As we noted earlier, the disturbing trend toward offshore 
sourcing is unmistakably evident in the machine tool and other basic 
manufacturing industries. Clearly, this development — which 
imparts ominous implications for America's national defense 
requirements and future economic stability — is one that we can ill 
afford. And while we realize that a number of factors — especially 
lower labor and production costs — contribute to the decision of 
U.S. manufacturers to shift their operations to foreign licensees, 
subsidiaries and subcontractors, export competitiveness and the 
availability of foreign government export credit assistance 
undoubtedly enter into this decision-making process. Eximbank's 
direct credit program thus serves as an important signal to American 
manufacturers that the U.S. government is committed to improving 
their competitive position in world markets. 

Third, the proposed elimination of the direct credit 
program is manifestly inconsistent with Congress* 1983 amendments to 
the Export-Import Bank Act — actively supported by NMTBA — 
strengthening the Bank's mandate to meet foreign competition in 
export financing. It must be emphasized that the hostile 
international trading environment which gave rise to those changes 
has only become more difficult for U.S. exporters. Specifically, 
the ready availability of direct loans represents crucial U. S. 
leverage in international negotiations to restrict the use of mixed 
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credits. We therefore urge this Committee to re-affirm its 
recognition that an aggressive direct credit program is vital to a 
strong U.S. export performance. 

Finally, it should be recognized that Eximbank direct 
loans are an important element in deficit reduction. It is 
estimated that each $1 billion of Eximbank direct loan activity 
results in a net budgetary gain of approximately $731.5 million to 
the U.S. Treasury. Thus outright elimination of the Bank's direct 
loan authority would actually increase the federal deficit. And 
even though the Bank has incurred operating losses in recent years 
— due in large part to sharp increases in the cost of borrowing 
funds — the Bank's reserves have more than adequately covered these 
losses. In addition, the Bank's undeniable role in the creation of 
American jobs must not be overlooked as a significant — albeit 
indirect — form of revenue enhancement. 

It was just a few short months ago that the Eximbank 
Advisory Committee unanimously passed a resolution urging the 
President and the Congress to give the Bank the full support and 
funding necessary to foster the U.S. export effort in the face of 
growing subsidized foreign competition. NMTBA wholeheartedly 
concurs with the spirit of this resolution. We are, however, 
mindful of the severe budgetary pressures currently facing the 
Congress. It may be that Congress ultimately will determine that a 
freeze or reduction in Eximbank's overall funding authorization is 
required. NMTBA thus believes that necessary budgetary objectives 
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can be achieved without the outright elimination of direct credits. 
This approach, by helping to ensure the Bank's future stability as a 
viable source of export financing assistance, recognizes that there 
simply is no substitute — including so-called "buy down" proposals 

— for a healthy direct credit program. 

Ill, THE USE OP MIXED CREDITS 

U.S. exporters competing for overseas business 
increasingly encounter the use of tied-aid or "mixed" credit 
financing arrangements by their foreign competitors. These 
arrangements consist of a combination of conventional export 
financing — public or private — together with foreign-aid 
"humanitarian" type financing. The availability of mixed credits in 
many instances permits our foreign competition to offer more 
favorable financing terms, thereby resulting in lost U.S. export 
opportunities. Unfortunately negotiations to restrict the use of 
mixed credits through the International Arrangement on Guidelines 
for Officially Supported Export Credits have not been successful 
thus far. 

In late 1983, Congress authorized Eximbank and/or the 
Agency for International Development (AID) to offer mixed credits to 
match those provided by competitor nations. Congress, although 
recognizing that such financing practices contribute to the 
distortion of trade and aid flows, was attempting — commendably so 

— to deal with the harsh realities of the international 
marketplace. In this regard, the authorization was essentially 
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defensive in nature. However, the AID continues to exhibit 
open hostility to the "defensive" use of mixed credits. And 
although Eximbank recently has stepped-up efforts to counter 
foreign mixed credit offers,^ to date the Bank's overall 
level of response can, we think, fairly be characterized as 
reluctant. 

NMTBA understands that one source of the Bank's 
reluctance is its concern that the frequent use of mixed 
credits will result in a substantial depletion of the Bank's 
reserves. In this regard, perhaps the Committee should 
consider the creation of a special mixed credit fund. Such a 
fund could be administered by Eximbank and used to supplement 
the Bank's lending capacity when it is determined that the 
■defensive" use of mixed credits is essential. Meanwhile, 
International Arrangement negotiations should continue. 

In addition, in order to ensure that U.S. 
exporters receive the benefits intended by Congress' 1983 
authorization of mixed credit offers, Eximbank and AID must 
work together in a spirit of co-operation. The continued lack 
of a cohesive interagency commitment will defeat any chance for 
a meaningful solution to the mixed credit problem. 



2one such effort involved an NMTBA member company. The 
Bank's favorable financing terms permitted Cincinnati Milacron 
to beat out French competitors for a $15 million sale of 
sophisticated machine tools to Indonesia. NMTBA applauds the 
Bank's initiative in helping the company capture this important 
opportunity. 
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ZV. BXIMBANK'S SMALL BUSINESS PROGRAMS 

During the past year, the Bank has undertaken an 
admirable effort to become more responsive to the needs and concerns 
of small business exporters. In this regard, the Bank is currently 
mounting an aggressive marketing campaign geared toward reaching out 
to both smaller, less-experienced exporters who may be entirely 
unaware of ongoing Bximbank programs which are tailored expressly 
for the small business export community and to small businesses 
which exhibit untapped export potential. This development is 
•specially 

gratifying to NMTBA, since small businesses represent the vast 
majority of machine tool establishments. 

The Bank's initiatives include the Working Capital 
Guarantee program, helping small companies to obtain critical 
pre-export financing from commercial sources; the Small Business 
Credit program, enabling small businesses to arrange commercial bank 
export loans for their medium-term sales with interest rates fixed 
at the lowest levels permitted under internationally adopted 
guidelines of the Organization for Economic Co-operation and 
Development; the PCIA "New to Export* program, providing a useful 
entry mechanism into export credit sales; and the new Exim/PCIA 
"umbrella* insurance policy, available to small and medium-sized 
banks, export trading companies, trade associations, state export 
financing agencies and small business investment companies. The 
policy extends the •umbrella* of short-term insurance coverage to 
credit sales made by new and inexperienced exporters. 
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In addition, the Bank, in conjunction with the 
Department of Commerce, recently launched a pilot program in four 
Midwestern states that, if successful, would increase the number of 
Exim program outlets and permit state export financing agencies to buy 
insurance policies to cover the shipments of small-scale exporters, 

NMTBA commends these efforts and is encouraged by 
Eximbank's response to its Congressional mandate requiring the Bank to 
be fully competitive in all of its programs. However, we firmly 
believe that none of the Bank's existing small business programs 
adequately addresses the problems confronted by exporters seeking to 
finance transactions which involve amounts less than $250,000. 

The small business exporter frequently deals with sales 
involving amounts well under $250,000 — unit sales typically range 
from $5,000 to $150,000. However, local U.S. banks — even those 
participating in Exim programs — generally are reluctant to process 
loans for amounts below $250,000. 

As a result, the small U.S. exporter, who almost always 
solicits overseas sales through a distributor, is saddled with a 
substantial disadvantage in the international marketplace. Once the 
distributor locates a potential overseas customer, he is frequently 
unable to offer that customer favorable terms. The distributor for 
the U.S. supplier is forced to require a cash transaction in the form 
of an irrevocable letter of t:redit, payable at time of shipment. The 
customer often is, understandably, unable (or unwilling) to meet these 
terms and must therefore turn to suppliers from other countries who 
offer more flexible financing packages. Distributors, who also 
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represent the industry's foreign competitors , stand in a ready 
capacity to assist these customers. The American exporter's loss 
thus becomes his competitor's gain. 

In order to remain a viable force in world markets, 
American manufacturers competing for overseas business roust be in 
a position to offer methods of favorable financing. The 
availability of such methods will encourage distributors to 
pursue and promote the sale of American products, thereby 
enhancing the position of American exporters within the foreign 
distribution network — a network which is crucial to small 
business export sales. 

In order to assist the Bank in addressing this 
deficiency, NMTBA recently initiated discussions with Exim 
officials to consider the feasibility of establishing a pilot 
program under which credit-worthy machine tool builders would 
agree to process their sales through a single bank selected by 
the industry and approved by Exim. This concept, by ensuring a 
sufficient volume of business, makes it financially worthwhile 
for a bank to undertake smaller transactions. In addition, 
specific markets approved for Exim credits would be targeted by 
the builders with the option to expand if the pilot program 
proves feasible. NMTBA would, of course, assist in the 
development and implementation of the pilot program. 

Although our discussions are in the early stages, 
we are encouraged by Exim's favorable response. We will be happy 
to keep the Committee apprised of the proposal's progress. 
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V. CONCLUSION 

The reasons for the U.S. machine tool industry's decline 
in export performance — and the decline in U.S. export performance 
generally — are varied and complex. Thus it is not our intention to 
suggest that Eximbank programs be viewed as a "cure all" for the 
industry's competitive ills. However, NNTBA salutes the Bank as a 
commendable effort by the U.S. government to enhance the competitive 
posture of American industries. As the Committee is aware, many of 
these industries, including machine tools, are literally at the 
crossroads. A strong Eximbank will influence — in some cases, 
significantly — the directions we choose. Because these directions 
will determine our competitive outlook for years to come, we urge the 
Committee to continue its support for a vigorous Eximbank. 
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